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SAVING MEDICARE AND BUDGET
RECONCILIATION

WEDNESDAY, JULY 19, 1995

HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON HEALTH,
Washington, DC.
The Subcommittee met, pursuant to notice, at 9:40 a.m., in room
1100, Longworth House Office Building, Hon. Bill Thomas, Chair-
man of the Subcommittee, presiding.
[The advisories announcing the hearings follow:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

SUBCOMMITTEE ON HEALTH
FOR IMMEDIATE RELEASE CONTACT: (202) 225-1721
July 7, 1995
No. HL-13
m n i i
Medicar Reconciliati

Congressmap Bill Thomas (R-CA), Chairman of the Subcommittee on Health of the
Committee on Ways and Means, today announced that the Subcommittee will hold a hearing on
saving medicare and budget reconciliation issues. The hearing will begin on Wednesday,
July 19, 1995, and continue on Thursday, July 20, 1995, in the main Committee hearing
room, 1100 Longworth House Office Building, beginning at 9:30 a.m. The hearing may be
continued on subsequent dates.

BACKGRO

According to the 1995 report of the Board of Trustees, the outlays of the Medicare
Hospital Insurance (HI) trust fund will exceed income beginning in 1996 and the trust fund is
projected to run out of reserves in 2002, using the intermediate set of assumptions, which are
generally excepted as the most accurate assumptions.

To keep the HI trust fund in actuarial balance for 25 years would require an immediate
44% increase in the current payroll tax rate, and would increase taxes on a person earning
$20,000 by $260 and a person earning $30,000 per year by $390. In the report, the Board of
Trustees called for "prompt, effective, and decisive action" to put the HI trust fund into balance.

The Board of Trustees also expressed "great concern” about spending growth from the
Supplementary Medical Insurance (SMI) trust fund. As noted by the Board of Trustees in the

1995 report:

“In spite of evidence of somewhat slower growth rates in the recent past, overall, the past
growth rates have been rapid, and the future growth rates are projected to increase above
those of the recent past. Growth rates have been so rapid that outlays of the program
have increased 53 percent in the aggregate and 40 percent per enrollee in the last five
years."

With both the House and Senate agreeing to the conference report on the budget
resolution, the Subcommittee will now focus on increasing spending in the Medicare program to
an additional $353.9 billion over the next seven years. Medicare today spends $4,800 per
beneficiary. Under the budget resolution, $6,700 will be spent per capita by 2002. This will
enable the Congress to ensure both the short-term solvency of the Medicare hospital insurance
trust fund and preserve the Medicare program.

Several innovative Medicare initiatives have been proposed by national organizations. The
Subcommittee will review these proposals and any others offered by interested parties. Since the
Subcommittee will be considering Medicare budget reconciliation in September, this hearing will
provide an opportunity for interested parties to comment on Medicare payment policy and policy
in such areas as: graduate medical education, home health services, skilled nursing facilities,
durable medical equipment, clinical laboratories, fraud and abuse, hospital outpatient departments,
and prospective payment system (PPS)-exempt hospitals.

In announcing the hearing, Chairman Thomas stated: "As the fiscal problems associated
with the Medicare program become more broadly understood, several national organizations have
proposed initiatives to increase Medicare spending at a slower rate. In addition, many groups
have developed proposals to save the Medicare program by more closely reflecting the
innovations in the private market today. The Subcommittee welcomes these proposals and looks
forward to working with interested parties in developing policy alternatives.”



DETAILS FOR SUBMISSIONS OF REOUESTS TO BE HEARD:

Requests to be heard at the hearing must be made by telephone to Traci Altman or
Bradley Schreiber at (202) 225-1721 no later than the close of business, Wednesday, July 12,
1995, for the July 19 date and Thursday, July 13, 1995, for the July 20 date. The telephone
request should be followed by a formal written request to Phillip D. Moseley, Chief of Staff,
Committee on Ways and Means, U.S. House of Representatives, 1102 Longworth House Office
Building, Washington, D.C. 20515. The staff of the Subcommittee on Health will notify by
telephone those scheduled to appear as soon as possible after the filing deadline. Any questions
concerning a scheduled appearance should be directed to the Subcommittee staff at (202) 225-
3943.

In view of the limited time svailable to hear witnesses, the Subcommittee may not be
able to accommodate all requests to be heard. Those persons and organizations not scheduled
for an oral appearance are encouraged to submit written statements for the record of the hearing.
All persons requesting to be heard, whether they are scheduled for oral testimony or not, will be
notified as soon as possibie after the filing deadline.

Witnesses scheduled to present oral testimony are required to summarize briefly their
written statements in no more than five minutes. THE FIVE-MINUTE RULE WILL BE
STRICTLY ENFORCED. The fall written statement of each witness will be included in
the printed record.

In order to assure the most productive use of the limited amount of time available to
question witnesses, all witnesses scheduled to appear before the Subcommittee are required to
submit 300 copies of their prepared statements for review by Members prior to the hearing.
Testimony should arrive at the Subcommittee on Health office, room 1136 Longworth
House Office Building, no later than 11:00 a.m. on July 17, 1995, Failure to do so may result

in the witness being denied the opportunity to testify in person.
WRITTEN STATEMENTS IN LIEU OF PERSONAL APPEARANCE:

Any person or organization wishing to submit a written statement for the printed record of
the hearing should submit at least six (6) copies of their statement, with their address and date of
hearing noted, by the close of business, Thursday, August 3, 1995, to Phillip D. Moseley, Chief
of Staff, Committee on Ways and Means, U.S. House of Representatives, 1102 Longworth House
Office Building, Washington, D.C. 20515. If those filing written statements wish to have their
statements distributed to the press and interested public at the hearing, they may deliver 200
additional copies for this purpose to the Subcommittee on Health office, room 1136 Longworth
House Office Building, at least one hour before the hearing begins.

FORMATTING REQUIREMENTS:

Each statamant presentsd for printing to the Commitios by 3 witness, any writtes statemest or axiibit subeuitted for the printed recerd
OF ZNY WEILAN SMIMIN i FeSpeuSS 15 & TURNSt for Rriiten cumments Wust senferm to Ghe guidelings Neted Delow. Awy statewent or sxiibit wot
t» campliance with (hane guidelines Wikl net be printad, but will be matutained in the Comtmittes flles for review and ese by the Conmsittes.

1 AR ad 3y axhibity for pristing must be typed in single space au legaluise paper and may ast
«xooed a total of 10 pages intiuding attsckments.

} 3 Caples of whels deoumsents submittod as axhibis maturial will not be acospted for printing. Instead, exhibit material shonid be
and guated & All exhibit material 3ot mesting thase specifications will be malutained in the Gommittes files for voview
asd 550 by B0 Camenittes.
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** NOTICE - ADDITIONAL DAY SCHEDULED **

ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

SUBCOMMITTEE ON HEALTH
FOR IMMEDIATE RELEASE CONTACT: (202) 225-3943
July 18, 1995 . :
No. HL-14

Thomas Announces Additional Day for Subcommittee Hearing
on Saving Medicare and Budget Reconciliation Issues

Congressman Bill Thomas (R-CA), Chairman of the Subcommittee on Health of the
Committee on Ways and Means, today announced that the Subcommittee’s hearing on Saving
Medicare and Budget Reconciliation Issues will be continued on Tuesday, July 25, 1995. The
hearing will begin at 10:00 a.m., in the main Committee hearing room, 1100 Longworth
House Office Building. This day has been added to accommodate additional witnesses. Only
members of the public who, in accordence with the prior press release, have requested to be heard
and have been contacted by the Committee, will be scheduled to testify on July 25. Other
interested members of the public are invited to submit written statements for the record of these
proceedings.

All other details for the hearing remain the same. (See Subcommittee press release
No. HL-13, dated July 7, 1995.)
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** NOTICE -- CHANGE IN TIME **

ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

SUBCOMMITTEE ON HEALTH

FOR IMMEDIATE RELEASE CONTACT: (202) 225-3943
July 19, 1995
No. HL-13-Revised

Time Change for Subcommittee Hearing on Saving
Medicare and Budget Reconciliation Issues

Congressman Bill Thomas (R-CA), Chairman of the Subcommittee on Health of the
Committee on Ways and Means, today announced that the Subcommittee hearing on Saving
Medicare and Budget Reconciliation Issues previously scheduled for Thursday, July 20, 1995,
at 9:30 am., in the main Committee hearing room, 1100 Longworth House Office Building,
will begin instead at 10:00 a.m. ’

All other details for the hearing remain the same. (See Subcommittee press release
No. HL-13, dated July 7, 1995.)
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Chairman THOMAS. The Health Subcommittee will come to order.

This morning this hearing, which may last for 3 days will focus
on the subject matter of what can we find from this diverse series
of panels to assist us in ways to preserve and protect our Nation’s
Medicare Program.

Today’s panels consist of providers, think tankers, and represent-
atives of beneficiaries. As we know, the administration’s Medicare
trustees’ reported in April that the Medicare Program will go broke
if we do nothing by 2002. It will go broke actually in 1996. It will
go bankrupt in 2002, that is by next year more money will be spent
than is coming in, and by 2002 we will drop rapidly into a deficit.

So what we want to do is listen to this relatively broad spectrum
of witnesses as to what they have to contribute based upon their
analysis of steps that should be taken to preserve Medicare. I look
forward to listening to the testimony. And since we have a long list
of witnesses, I suggest we begin as soon as possible.

With that, I yield to the gentleman from California Mr. Stark.

Mr. STARK. Thank you, Mr. Chairman.

The Republicans decided months ago to cut Medicare by $270 bil-
lion, and it appears that you do not want the American seniors to
know how you are going to cut that $270 billion. So we are playing
this wonderful shell game of which pot is the pea hidden under.

Now, I think that it may be under all three. The retirees and the
disabled are the people who are going to pay this $270 billion. As
far as we can tell, you are going to do it by increasing the
deductibles, the copayments, and the premiums. The insurance
companies and the health care managers are going to make more
profits. The $270 billion will go to pay for tax cuts for the richest
in America. The insurance companies are not going to suffer or
swallow any of that.

If this is not the case, we would be curious to see the plan. It
is too important for every American to preserve Medicare to have
changes of this magnitude made in backrooms with people whose
only concern is finding that $270 billion.

On June 27 Mr. Gibbons and myself, Mr. Dingell and Mr. Wax-
man wrote to Chairmen Archer and Bliley requesting a legislative
process for Medicare which allowed opportunity for public scrutiny
and discussion of the specific changes proposed. They have not yet
responded to our letter, and we wonder what they are afraid of.
Are they afraid that this exercise has nothing to do with saving
Medicare at all, but saving the tax cuts in the Contract With Amer-
ica.

If the Republicans are afraid that seniors will figure out that the
documents we have seen make clear that they plan to take billions
of dollars out of the pockets of the beneficiaries through increased
premiums, deductibles and copayments in part B, all of which, by
the way, have nothing to do with saving the part A trust fund, I
question whether Republicans think seniors are too naive to know
the difference between part A and part B and a shell game when
they see it.

My sense is that your plan will be pay more and get less for
America’s seniors. First, there is a 75-percent increase over current
law in the part B premium costing seniors over $500 a year by
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2002. Second, there is an increased part B deductible and new
copays which will cost the average senior another $300 a year.

Third, perhaps the worst of all, there is the fixed cap on Medi-
care which will rise on an age adjusted basis only 4.6 percent,
while private premiums are going up over 7 percent a year. This
means that any senior who is enticed into this fixed-dollar voucher
scam will have a payment gap of over $1,200 a year by the time
the plan is completed, and they will have to come up with that
$1,200 a year out of their pockets.

I would like to know how the average senior with an income of
$17,000 a year or one of the 11.5 million single women over the age
of 65 who live on incomes of less than $8,000 a year are supposed
to pay these. I think my colleagues on the other side of the aisle
are playing fast and loose with something pretty precious, at least
to my mother, and that is her Medicare. And to add insult to in-
jury, you are keeping a secret of what you plan to do until the last
possible minute.

The saying goes you can run, but you cannot hide. We all under-
stand that the Republicans need these huge Medicare cuts to pay
for tax cuts for the rich, and no amount of wailing over the part
A trust fund can hide the fact that we are making 37 million Medi-
care beneficiaries pay backbreaking increases in out-of-pocket ex-
penses to provide a tax break to the wealthiest 1 million in our so-
ciety.

So we will hear today from people who mostly will benefit from
that plan. I look forward to the hearing.

Thank you.

Chairman THOMAS. I thank the gentleman.

I understand that there are Members who have written state-
ments and, without objection, their written statements will be
made a part of the record

We have a statement of Representative Kleczka on the hearing
which, without objection, will be made a part of the record.

[The opening statement of Mr. Kleczka follows:]



Statement of Rep. Gerald D. Kleczka
July 19, 1995

Mr. Chairman, I want to thank you for holding these
important hearings so that we may finally begin the dialogue that
is so critical to the democratic process. Although I would
prefer to discuss the specifics of your impending Medicare reform
proposal, I welcome the opportunity to at least discuss the
general issues, and to perhaps obtain answers to a number of
questions I have about the plan you and your Republican
colleagues are working on to reform the Medicare system.

Frankly, I am very concerned about some of the rumors that
are circulating about this proposal, and it is my hope that these
hearings will give us the opportunity to clear up some of the
confusion that I and my constituents are experiencing. Because,
as we all know, $270 billion is a tremendous amount of money--no
matter how you look at it. Whether you call it a cut, or a
reduction, or slowing the growth, $270 billion is still $270
billion.

Where does this money come from? Will Medicare
beneficiaries have to pay more to continue seeing the doctor of
their choice? Will Medicare pay doctors and hospitals less? Do
you plan to reduce benefits? How many years do you estimate
that your proposal will extend the Medicare Part A Trust Fund?

Yesterday, the Washinaton Post reported that Republican plan
will increase copayments to 25 percent from the current 20
percent, and impose new copayments of 20 percent for home health
services, clinical lab services and the first 20 days of a
skilled nursing home stay. In addition, the plan will
purportedly raise the annual $100 deductible and, apparently,
increase monthly premiums. I am intereated to know if this
report is accurate. And if it is, why are these particular
provisions included?

These proposals are especially perplexing to me because it
has been my understanding that the reason that the Republicans
are undertaking such a difficult task of reforming the Medicare
program is to protect the Medicare Part A Trust Fund. But the
provigions I just listed are cuts in the Part B program and will
do nothing to resolve the Trust Fund dilemma. So why would you
make seniors pay more?

Hopefully some of our witnesses can shed some light on the
Republican proposal. I understand that you have been working
quite closely with a number of these groups so perhaps we can
glean some information from them about what to expect from you in
September. The American Medical Association apparently has
recommended that Medicare’s payments to physicians be increased
by $14.5 billion. 1Is this going to be part of the plan?

Mr. Chairman, I am puzzled by these reports. They just
don’t make sense to me or to millions of seniors who rely on
Medicare. I appreciate the opportunity to ask these imp9rt§nt
questions. After all, when you are talking about $270 b11119n,
the answers could mean the difference between closing a hospital
or keeping it open, seniors receiving care from their own doctor
or a stranger, living on their own or with their children, and
having some health care coverage or none at all.
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Chairman THOMAS. I know the gentleman is busy with a number
of activities, but perhaps he missed the trustees’ report in April,
perhaps he missed the President’s budget suggestions in June that
we are going to have to trim the growth of Medicare. And what we
are looking for are suggestions from everyone who participates in
Medicare, since I think most rational people believe that something
should be done, rather than nothing.

Dr. Bristow, of the American Medical Association, I believe has
in fact submitted a suggested revision of the Medicare growth his-
tory. I invite you to provide us with any testimony you see fit, with
the backdrop that apparently you are part of this cabal that is out
there to continue the shell game.

Dr. Bristow.

STATEMENT OF LONNIE R. BRISTOW, M.D., PRESIDENT,
AMERICAN MEDICAL ASSOCIATION OF AMERICA, INC.

Dr. BrisTow. Thank you, Chairman Thomas.

Mr. Chairman and Members of the Subcommittee, my name is
Lonnie R. Bristow, M.D., and I am a practicing internist from San
Pablo, California. I am also the president of AMA, the American
Medical Association.

You have asked the AMA to testify today about the proposal we
have developed to transform Medicare. When we came before you
last month, we identified a key factor contributing to Medicare’s
enormous growth. The person consuming health care services, the
patient, has been insulated from the costs of these services by
third-party payment mechanisms, principally Medigap. We also de-
scribed how cost controls have further insulated both the patient
and the physician from the economic consequences of their health
care decisions.

The AMA’s proposal to transform Medicare sets out to correct
these structural flaws, with the long-range goal being to reduce the
dependency of future generations on government subsidized medi-
cal care. It presents a fundamental shift away from government
control and toward personal responsibility, individual choice, and
an invigorated marketplace.

This shift can save billions of dollars for both beneficiaries and
the program, thus assuring Medicare’s long-term viability. By get-
ting rid of the current distortions, physicians and providers can
compete openly for patients based on value. Now, here is how it
would work.

Each elderly or disabled beneficiary could choose from several
different options for Medicare, individually tailoring the program to
fit his or her particular circumstances. Yet, the government would
pay exactly the same amount, regardless of the patient’s choice.
One patient might decide to stay in what we think of as traditional
Medicare. AMA’s proposal would retool cost sharing, so that once
that patients meets the yearly deductible, all further costs for cov-
ered services would be paid for by Medicare. Additionally, the pa-
tient would get a refund if she did not use all of her deductible
amount.

This patient could for the first time comparison shop for value
in her Medicare services. She would do this by using physicians’
~-hlished “conversion factors” and quality information. If her phy-
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sician charge is less than Medicare’s set amount, she could keep
the savings. Similarly, if her physician charges more, she pays the
difference. No Medigap and no more stacks of forms.

Now, this patient’s husband, on the other hand, might decide
against enrolling in traditional Medicare and instead enroll in
Medichoice. This option would give him access to a wide array of
plans similar to that offered by the FEHBP to Members of Con-
gress and Federal employees. Like his wife, he would have informa-
tion on rates and plan quality to assist his value shopping. He
would pay the difference when the plan costs exceed the govern-
ment contribution or, conversely, keep the savings when the gov-
ernment contribution exceeds the plan’s costs.

Now, this couple’s neighbor may decide on another option in lieu
of these comprehensive plans. She may decide to establish a medi-
cal savings account coupled with a high deductible catastrophic pol-
icy. This plan would also be funded by the government's annual
contribution amount, and distribution from the account for covered
medical expenses or long-term care would be exempt from taxation,
and unspent balances would be allowed to accumulate in the ac-
count.

Now, it is very important to note that the AMA’s proposal pro-
vides a safety net for low-income beneficiaries. A patient at or
below the Federal poverty level would be exempt from any cost
sharing, and those with incomes between the poverty level and 150
percent of that level would face some modest cost sharing adjusted
on a sliding income scale.

The AMA proposal does not focus solely on plan design. We also
call for establishing a partnership for health care for value. Now,
this private sector forum, in coordination with the government,
would work to promote standards of quality and rules of fair play
in the health care marketplace.

The AMA’s proposal also calls for reducing Medicare’s contribu-
tion to graduate medical education funding and placing a large por-
tion of that with an all-payer GME funding system. In addition, we
recommend gradually reducing the number of publicly funded resi-
dency slots. Our proposal describes many other recommended
changes, such as raising Medicare’s eligibility age and income-
relating Medicare’s benefit subsidy.

Mr. Chairman and Members of the Subcommittee, as you review
this plan and have questions, we would be happy to explain our
thinking and our actuarial conclusions with you. We believe the
time for tinkering is past. A bold vision is required if we are to
strike a fair balance between fantastic technological possibilities
and clear resource limits. The AMA’s proposal for Medicare trans-
formation attempts to achieve that balance, while keeping front
and center the very patients that Medicare is intended to assist.

I would welcome your questions and your feedback.

Thank you.

[The prepared statement and attachments follow:]
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STATEMENT
of the
AMERICAN MEDICAL ASSOCIATION
to the

THE HOUSE WAYS AND MEANS COMMITTEE
SUBCOMMITTEE ON HEALTH

RE: Saving Medicare and Budget Reconciliation Issues

Presented by: Lonnie R. Bristow, MD

July 19, 1995

Mr. Chairman, my name is Lonnie R. Bristow, MD. I am an internist from San
Pablo, California, and President of the American Medical Association (AMA). On
behalf of the 300,000 physician and medical student members of the AMA, I thank
you for the opportunity to present testimony to the Subcommittee today regarding the
AMA'’s proposal to transform Medicare. We are pleased to share our thoughts with
you as the Congress considers how to best protect the promise of Medicare in an era
of sharply limited resources.

A wide range of experts have independently concluded that, despite Medicare’s clear
success in improving the health status of our elderly and disabled citizens, the
program cannot be sustained without a fundamental restructuring. The AMA has
testified before this subcommittee earlier this year regarding those factors precipitating
Medicare’s current crisis. The time has passed for tinkering and minor modifications.
In light of what is known about the program’s structural flaws and its looming
bankruptcy if basic reforms are not made, the AMA has synthesized almost ten years
of policy consideration and research by our association into the proposal we will
describe to you today and which has been distributed to every Member of the
Congress. It is based on principles that the AMA has repeatedly advocated for
reforming Medicare to correct current structural problems and to reduce the
dependency of future generations on subsidized government medical care.

The reforms we propose are a fundamental shift away from government control
toward personal responsibility, individual choice and an invigorated Medicare
marketplace. The AMA's proposal is based on the idea of a competitive market-
driven system as the best option for the future of the Medicare program because it
offers more choice to senior citizens and the disabled. We must give the patient both
the opportunity and the responsibility to make wise prospective choices of physician
and financing mechanism, with the reasonable opportunity to change either if they
prove unsatisfactory. An effective health care marketplace is only achievable if we
rid ourselves of the current program’s distortions that have had the perverse effect of
aggravating, rather than easing, the government’s burden in keeping Medicare’s
promise. As long as Medicare insulates patients from the true cost of the services
they are consuming, a competitive Medicare marketplace will never flourish and costs
will continue to escalate.
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AMA'’S PROPOSAL FOR MEDICARE TRANSEFORMATION

Distilled to two central ideas, AMA's proposal is premised on the belief that:

L Individual responsibility, changed incentives and reduced
administrative costs will produce savings for most patients and lead
to the fiscal integrity of the Medicare program; and

° Medicare beneficiaries -- our patients -- should have enhanced
choice and the gwnership and responsibility for their Medicare
entitlement, while receiving the highest quality medical care.

SAVINGS

How can a system premised on choice and individual responsibility offer savings to
the Medicare program? When individuals have a financial stake in their medical care,
they are more likely to be prudent consumers and seek the highest value for their
money. Patients and physicians alike become sensitized to price and, more important,
value. When marketplace distortions are eliminated through the removal of
government price controls, physicians and other providers will compete in the
marketplace. The private sector has demonstrated that competition can yield savings.

These savings are the result of a more prudent use of resources by patients, coupled
with increased efficiency by physicians. Enhanced beneficiary cost-consciousness
does not have to mean substantial increased costs for beneficiaries. It is
primarily the manner in which beneficiaries pay today —- not the amount -- that
defeats any incentive to use the program efficiently. Our proposal will actually
bring an estimated 40% of beneficiaries some level of savings. It will leave about
half of beneficiaries no better or worse off than if they had remained under the
current system, and it will call on an estimated 10% to pay marginally more. This
benefit accrues while simultaneously saving the program billions of dollars. (See
attached chart demonstrating overall projected net savings achieved through these
changes, as well as the effect on simulated low and heavy users of health care
services.)

Nor do these savings have to come from a continuation of past failed policies
repeatedly reducing physician payments. Physicians have, year after year,
contributed their fair share to the budget deficit effort. Physicians, who account for
23% of Medicare outlays, have absorbed 32% of Medicare provider cuts over the last
decade. Projected further declines, based on the current flawed payment formula,
will actually bring physician payments lower, at the end of the century, than they
were at the beginning of the 1990s when RBRVS was first implemented (see attached
chart). Our proposal achieves savings while minimizing further reductions that will
push many physicians over their own budgetary red line, reducing or eliminating
entirely their ability to continue caring for Medicare patients. Competition requires
that prices be decontrolled and beneficiaries rewarded for secking better value in the
marketplace. Our proposal for physician price competition builds on the current
RBRVS-based system. We call on the Secretary of HHS to design a similar system
for DRG-based hospital payments in the HI program, as well.

Some have mistakenly portrayed the AMA’s plan as allowing for "balance billing."
This is an inaccurate and misleading characterization, as the concept of "balance
billing” is a remnant of the government "command and control” system which we are
attempting to transform. This old system perversely serves to penalize physicians for
setting their prices too low. The AMA's proposal would allow the government to set
its price, physicians to set their conversion factor, and patients to compare value
among competing caregivers. Given that approximately 93% of physicians who
currently treat Medicare patients accept assignment, the hypothesis projected by our
critics of steeply escalating prices appears unfounded.
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As another element of savings, AMA's proposal greatly reduces waste and
unnecessary administrative costs. An undistorted market will wither nonessential
costs, while maintaining those elements that truly contribute to greater value in
caregiving. In addition, the AMA advocates institutionalizing modernized Medicare
administrative practices to include computerization of patient records and claims
systems (embracing confidentiality and security measures for individuals’ health
information), a public-private partnership to explore telemedicine’s promise, and
changing payment policies to encourage preventive care and care provided in subacute
or home settings.

BENEFICIARY CHOICES

The heart of AMA's proposal would provide the elderly and disabled with several
different options for Medicare. Each Medicare beneficiary would have an expanded
set of choices that range from remaining in the restructured traditional Medicare
program, to selecting from various competing health plans (including managed care
options), to investing in a Medical Savings Account (MSA) coupled with a
catastrophic plan . In general, Medicare patients would have enhanced opportunities
to make prudent use of medical care resources and to be personally rewarded for
those decisions.

How might people actually take advantage of greater personal responsibility under a
transformed Medicare? One patient, for example, upon enrolling in the Medicare
program, may decide to stay in "traditional” Medicare. Her spouse, however, may
want to take advantage of one of the many managed care plans offered under a new
"Medichoice" -- a plan very similar to the Federal Employee Health Benefit Plan
(FEHBP) he had enjoyed when he was a postal worker. Their neighbor may decide
to take advantage of the MSA option with a high deductible catastrophic policy
offered under Medichoice. Each beneficiary could personally tailor the program
to fit his or her individual circumstances and, in the vast majority of cases, each
Medicare beneficiary will save money or spend the same amount as under the current
system.

L A beneficiary electing to remain in the modified "traditional” Medicare:

. would only have one form of cost sharing to replace the current
multiple deductibles and coinsurance -- once they met a preset yearly
deductible, all costs for covered services would be paid by Medicare,
and beneficiaries would get a refund if they did not use their deductible
amount;

. would have no need to purchase medigap insurance for deductibles and
coinsurance of covered services and no need to fill out yet more forms;
and

. would be able to compare value in choosing a physician using, in part,
a published "conversion factor,” and either pay the difference when the
physician charges exceed the government payment or keep the savings
when the government payment exceeds the physician charges.

This modified form of beneficiary cost-sharing will serve to reduce, on average, the
individual's out-of-pocket costs, reward individuals for being prudent consumers of
routine medical services, and reduce both patient and provider paperwork and other
administrative complications of dealing with Medigap supplemental insurers.
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1. Patients choosing "Medichoice" would have access to a wide r'ange of plans
similar to those offered by the Federal Employees Health Benefit Plan
(FEHBP). Each person would receive:

. advance notice of the government’s contribution (to be actuarially
determined) toward the cost of Medichoice plans;

U information and rates on plans in the individual's area to assist "value
comparison”; and

. a Medichoice election and enrollment form (available on attaining
Medicare eligibility and on an annualized basis).

Patients would either pay the difference when the plan costs exceed the government
contribution or keep the savings when the government contribution exceeds the plan
costs.

III.  Each Medicare-eligible individual would also have the option, in lieu of
comprehensive plans (such as traditional Medicare or Medichoice), to establish
a "Medical Savings Account" coupled with a catastrophic policy. Our
MSA /catastrophic plan would:

. be funded by the government’s annual contribution amount;

. consist of a fund from which the beneficiary would pay deductible
medical expenses and a high deductible catastrophic medical expense
insurance;

. allow unspent balances to accumulate in the fund; and

. provide for distribution from the MSA fund (exempt from federal and
state income tax) for medical expenses, including health insurance
premiums and long-term care expenses.

The MSA option would undoubtedly prove attractive to many beneficiaries because
they could provide funds for purchase of items and services formerly not covered by
Medicare, such as prescription drugs or extended long-term care. The AMA strongly
supports Chairman Archer’'s MSA legislation, as detailed in our recent separate
statement to the Commiittee.

In the AMA proposal, we specifically take into account those in our society who are
most dependent financially on the Medicare program. Those whose incomes are at or
below the poverty level would be exempt from any Medicare cost-sharing. Those
with incomes between the poverty level and 150% of that level would face some cost
sharing, adjusted on a sliding scale based on income.

Medicare must be transformed into a defined contribution program to tighten the
program's original open-ended entitlement that has contributed so significantty to
Medicare’s fiscal instability. To serve beneficiaries optimally under such budgetary
constraints, however, the program must provide a wide variety of choices to allow for
the full spectrum of needs and financial means within the beneficiary population.

The newly empowered Medicare beneficiary should not be restricted in choice of
plans or providers. We must correct the current competitive disadvantage of
physician-sponsored health plans. Physicians are positioned to ultimately balance the
cost and quality equation better than any others in the marketplace, with the potential
to save substantial amounts which today go to the administration and institutional
investors of giant corporate plans. A simple program to help stimulate physician
plans much as was done for HMOs in the 1970s is a necessary direction to pursue.
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QUALITY AND HEALTH PLAN STANDARDS

As Medicare becomes a part of a meaningful way for patients to make choices in the
private marketplace, costly and complicated government regulations can be reduced
and the private sector can exercise its self-regulatory expertise. We are proposing an
unprecedented "Partnership for Health Care Value" organization that focuses
private sector efforts to promote standards of quality and rules of fair competition that
protect the patient-physician relationship. The Partnership will also coordinate and
expand current fragmented efforts to find, report and eliminate fraud and abuse. A
dramatic, yet simple, way to materially decrease fraud is to share responsibility for its
detection with organized medicine. According to the FBI, physicians are the least
likely group to engage in fraud, yet the most useful in assisting in its prosecution.

The Pa.rmership would also serve to educate physicians, providers and patients about
reducing care of marginal value and increasing preventive care. It would build on
current efforts in this arena, such as the soon-to-be-released booklet on health care
advanced directives, jointly produced by the AMA, the American Bar Association and
the American Association of Retired Persons. The Partnership would expand
continuous quality improvement in medical care and quickly communicate clinical
advances to every physician.

In addition, to protect our patients, the AMA urges that plans be guided by the
following principles which have enjoyed bipartisan support in the past Congress. In
general, plans should:

° disclose to patients plan information, rights and responsibilities;

L provide for appropriate professional involvement in plan medical policy
matters;

L] disclose utilization review plan policies and procedures;

L provide reasonable opportunity for patient choice of plans and
physicians; and

L provide reasonable access to physicians and specialists.

GRADUATE MEDICAL EDUCATION

Additional Medicare savings can be achieved by making the funding of our graduate
medical education (GME) system more rational. The marketplace in medical
education needs a new set of rules. The necessary restructuring of GME financing
must be sensitive, however, to the multiple obligations of teaching hospitals, which
provide a high level of specialized care, as well as care to the uninsured and the
underinsured, and to medical schools, which carry out both educational and research
missions.

We propose that Medicare’s contribution to GME be reduced over time and that the
private sector play a stronger role in both work force planning and fuading of GME.
All the entities delivering health care today benefit directly or indirectly from the
GME system, yet many contribute little to it. It will take time to develop and
implement a fair all-payer system for GME. We recommend a gradual reduction in
the number of publicly funded residency positions and the transition to a GME
funding system supported by all payers, public and private.

The AMA's proposal also calls for the establishment of a cooperative private-public
sector physician workforce planning initiative to study physician workforce needs and
make recommendations about the future funding of GME. The planning group’s
considerations would include issues such as suitable specialty mix, geographic
distribution and appropriate training.
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ADDITIONAL MEDICARE CHANGES

We are also calling for three additional changes: (1) including preventive services in
the Medicare benefit when availability of such services can clearly be shown to
reduce overall program costs; (2) raising Medicare’s eligibility age over time so that
it is consistent with that of Social Security; and (3) reducing by a modest amount the
Medicare subsidy of high income beneficiaries.

CONCLUSION

Americans can no longer postpone tackling fundamenta! reform of the Medicare
program. Failure to do so is certain to prove even more costly for the millions of
Americans who expect to be able to rely on this program in the future, as well as
those working Americans who are called upon to help finance it. Continuation of past
stop-gap measures, such as chopping away at rates paid to providers in hopes of
getting more services for less money, will ultimately divorce the Medicare system and
its beneficiaries from the mainstream of American medical care. Simplistic budget-
cutting has not resulted in cost-control over recent years; on the contrary, price
controls have had the perverse effect of exacerbating Medicare’s fiscal crisis and
severely threatening the promised access of beneficiaries to medical care.

Americans who depend on the Medicare program for their medical and health care, as
well as those who will rely on it in the future, should not have to worry about
whether benefits promised them will be forthcoming. As the nation attempts to strike
a balance between enormous technological possibilities and clear resource limits, it is
imperative that patients make the choices with physicians as their trusted advisers.
Our proposal for Medicare transformation attempts to achieve the new balance that is
required. We look forward to working with the Congress on this vital effort.

# 4 #
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LOW USER

DESCRIPTION: Healthy enrollee with only 2 visits for $300 total

Out-of-Pocket Spending

Current Law AMA Proposal
Hospital Deductible: $ 0 Deductible: - $ 300
PartB Coinsurance: $ 0

Effective Deductible: $ 0 Total Medicare Premium: $1,064
Effective Coinsurance $ 0 Out-of-Pocket Spending: $1,364
Premium: $ 553

Medigap Premium: $1,011

Out-of Pocket Spending: $1,564

HEAVY USER

DESCRIPTION: Ailing earollee, several MD visits, 3-day hospital
stay, 7-day hospital stay; expenses total $10,000.
Out-of-Pocket Spending

Current Law AMA Proposal
;""P'"'D“““""‘: $ 0 peductible: $ 500
at B Coinsurance: $ 0

Effecsive Decuceble: - $ 2 Total Medicare Premium: $1,064
m: © 583 Out-of-Pocket Spending: $1,564

Medigap Premium: $1,011

Out-of Pocket Spending: $1,564

Summary of Beneficiary Net
Savings
Case Current Law AMA Proposal Net Savings
1. Non-User $1,564 $1,064 $500
2. Low User $1,564 $1,364 $200

3. Medium User (no Hospital) 51,564 $1,564 $ 0
4. Medium User (with Hospital)  $1,564 $1,564 s 0

$. Heavy User $1,564 $1,564 s 0
6. Catastrophic User $1,564 $1,564 L ]
7. Average User with No Medigap $1,363 . $1,564 ($201)
8. Low-Income Average User $1,363 $1,059 $305

9. High-Income Average User ~ $1,564 $2,458 (3893)
10. Big Loser $ 553 . 51,064 (ss11)
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Chairman THoMAsS. Thank you very much, Dr. Bristow.
Karen Ignagni, representing Group Health Association of Amer-
ica. It is good to have you with us again.

STATEMENT OF KAREN IGNAGNI, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, GROUP HEALTH ASSOCIATION OF
AMERICA, INC.

Ms. IGNAGNI. Thank you.

Good morning, Members of the Subcommittee. I am delighted to
be here to present GHAA’s views and recommendations about Med-
icare restructuring. In our testimony, we present a plan for mod-
ernizing Medicare. We have two goals underlying our thoughts and
proposals. The first is to make Medicare work more like the private
sector system that is now in place for working families. The second
is to preserve beneficiary access to services.

We have offered five specific recommendations. The first is to ex-
pand choice for beneficiaries. One example would be the recent ef-
forts that we have been working on collaboratively with HCFA to
expand POS options under Medicare risk contracts. That would be
an example of the kind of choice along with PPOs and other kinds
?f delivery systems that are now in the market for working fami-
ies.

The second proposal that we have submitted for your consider-
ation is to improve information going to beneficiaries and to set up
a structure where beneficiaries now receive information about the
kind of plans that are available in the market and they can make
decisions and evaluate on the basis of quality, service, and price.
We also would recommend that this type of information be sent to
beneficiaries prior to retirement, so they might have time to confer
with their physicians, relatives, and make appropriate and in-
formed decisions.

Our third recommendation is to consider that any proposed re-
structuring that contemplates modernizing Medicare and embody-
ing within Medicare some of the principles that are in existence in
private insurance for the under-65 population will not work with-
out standards for fair play across the board.

We have talked quite a lot with you in past appearances about
the importance of leveling the playingfield. What I mean by stand-
ards are particular issues related to solvency, quality assurance,
data disclosure, reporting, and issues you have discussed over the
years. But I think that as you move to a more patient empowered
system with quite a lot of choice, you do want to have similar
standards for the plans that are in the system.

The fourth point we make is that it is very important to consider
what this does to the current administrative structure for the pro-
gram. We would see the structure moving from the present form
to more standard-setting, providing accountability mechanisms and
monitoring what is going on, much like the functions of employers
in the private marketplace today.

The next proposal we have submitted, the fifth is to transition
to an improved payment methodology. There has been a lot of com-
ment on FEHBP-like systems and competitive bidding particularly.
We think that those proposals might be useful to investigate for
the long term, but the point is what do you do today. What we have
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tried to do is provide a framework for you to begin working today,
begin transitioning from where we are today to make the kinds of
changes I think you are considering, while we are exploring dif-
ferent suggestions for the longer term.

Some of that is already under way, and we would encourage the
continuation of that. But that will take time and study. We have
tried to offer you a road map of how to begin to make the changes
now. We would begin with total expenditures, in other words,
where we are today, translate that into per capita payments on
both sides, fee-for-service, and anything in the so-called “managed
care” arena. On the fee-for-service side, that would probably bring
together many of the initiatives that you have already launched in
terms of RBRVS and prospective payment. It would bundle care. It
would capitate. It would move to integrate and coordinate care on
the fee-for-service basis, as well as on the managed care side.

We would propose that there be lookback mechanisms to enforce
the capitated payment on the fee-for-service side, and on the man-
aged care side much as the AAPCC acts as a budget, our proposal
would involve the per capita payment acting as a budget. In that
environment, you would have a structure to debate and discuss the
point of where you start the growth and how you phase down over
what period of time.

In sum, Mr. Chairman, we hope that our thoughts have provided
you a mechanism to begin thinking about what you do today. We
thought that was our charge and we have worked very hard to be
helpful in this regard, at the same time balancing all of the inter-
ests that are certainly on your mind with respect to the solvency
of the trust fund, as well as the goal of preserving beneficiary ac-
cess.

Thank you.

[The prepared statement follows:]
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STATEMENT OF KAREN IGNAGNI, PRESIDENT AND CEO
GROUP HEALTH ASSOCIATION OF AMERICA, INC.

Mr. Chairman and members of the Committee, | am Karen Ignagni, President and CEO
of the Group Health Association of America (GHAA). GHAA is the leading national association
for health maintenance organizations (HMOs). Our 385 member HMOs serve 80 percent of the
50 million Americans receiving health care through HMOs today.

We are pleased to be asked to testify as the Committee explores the future of the
Medicare program, and look forward to working with the Congress and the President ona
bipartisan fashion on Medicare. GHAA believes that Medicare must be modemized to reflect the
dramatic developments that have occurred in the private sector since Medicare was enacted 30
years ago. Medicare can best be strengthened by offering beneficiaries the same kinds of choices
that are already available to millions of working Americans both in the private sector and in the
federal government. Today, 1 would like to:

o review the environment for change in the health care marketplace, and in
Medicare;

o review the current status and experience of the Medicare HMO contracting
program,

o review GHAA's guiding principles for discussion of Medicare reform; and

o present GHAA’s recommendations for “where to begin® -- initial steps in a
transition to broader reform of the Medicare program.

The Changing Environment

When Medicare was enacted in 1965, the health care environment for which this vitally
important public program was designed was substantially different than it is today:

(4]

the overwhelming majority of insured Americans received their health care under
the then-predominant fee-for-service approach;

health care services were more focused on inpatient hospital care;

health care was less complex and bewildering than today, so coordination of care
was not as essential;

the advantages of coordinated care -- including preventive care, quality
n ment, manag 1t of chronic conditions, and the ability to provide
comprehensive care within a budget -- were not yet fully apparent;

treatment costs were a fraction of what they are today, so cost containment was
not as urgent a national concern; and

health maintenance organizations and other organized systems of care were not
yet available to most Americans.

Medicare was in many ways a “market-based” health system in the environment that
prevailed in 1965. And measured in terms of the security that it has brought to the elderly, the
disabled, and their families, Medicare has been a success. However, in 1995, thirty years later,
the environment in which Medicare operates has changed dramaticaily:

[s)

fee-for service coverage is no longer the predominant approach to coverage in the
market;

more consumers are choosing coordinated care through organized systems of care
because of the disadvantages of the fee-for-service approach in an increasingly
complex medical system;
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[ Americans by the millions have joined HMOs and are overwhelmingly satisfied
with the care they and their families receive;

- more than 60 percent of all working Americans with private health
coverage now receive their care through HMOs or other organized systems
of care;

- about 35 percent of federal employees have chosen HMOs from among
the wide array of choices that are offered;

Medicare too is changing, but slowly -- only about 10 percent of today’s Medicare
beneficiaries are in HMOs. The result is that Medicare has fallen behind the evolving market
environment -- Medicare beneficiaries no longer have coverage that is typical of that available to
the working population, and do not derive the benefits of the choices available to other
Americans.

Without reform, Medicare faces insolvency in a few yéars.

Figure 1
Medicare Growth
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But modemization of Medicare is feasible and within reach. The key is to provide Medicare
beneficiaries with the health plan choices that are already available to Members of Congress and
other working Americans.

Guiding principles for discussion

Given the changing environment, Medicare must be updated to reflect the dramatic
changes that have occurred in the private sector during the three decades since the program
began. GHAA believes that Medicare can best be strengthened by giving beneficiaries the same
kinds choices that are already available to millions of working Americans both in the private
sector and in the federal government. Medicare -- and the Health Care Financing Administration
(HCFA) -- should be reoriented toward a model in which Medicare beneficiaries have the
opportunity to choose from among a broad array of options that compete on the basis of quality,
service, and cost, and are held to comparable accountability standards. When beneficiaries can
choose the option that best meets their needs, Medicare will benefit from the progress that has
been made in the private sector.
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Beneficiary choices: Medicare reform should be consistent with the promise of
providing access to basic Medicare benefits that meet the needs of elderly and
disabled Americans and offering beneficiaries choices comparable to those
available to the working-age population.

Medicare standards: Our experience also tells us that standards are vitally
important. All organized systems of care, as well as providers under the fee-for-
service Medicare program shou{d meet comparable standards in areas such as
quality of care, access, grievance procedures, and solvency. Attempts to limit
choice by inhibiting the development of HMOs and other organized systems of
care, such as anti-managed care proposals and changes to current antitrust law,
should be rejected; where such anti-managed care laws exist, they should be
preempted. :

Medicare payments: Medicare payments should permit widespread availability
of organized systems of care, as well as the traditional fee-for-service option, for
Medicare beneficiaries nationwide. The Medicare program should act in a fashion
similar to private sector purchasers. This can be done by establishing the amount
of funding available for benefits for all beneficiaries on both an aggregate and per

‘beneficiary basis, with an equitable allocation of resources between organized

delivery system options and the fee-for-service program. Total expenditures
should be trended forward on an appropriate basis to meet program goals.

The current status of Medicare HMO coverage

In developing proposals for modernization of Medicare, it is useful to review briefly the
current status of Medicare contracting with HMOs and competitive medical plans (CMPs)'
because that program can provide a platform for future changes in Medicare.

The Medicare HMO risk contracting program was enacted in 1982 as part of Tax Equity
and Fiscal Responsibility Act (TEFRA), after a number of years of successful demonstrations of
this contracting approach. The TEFRA program provided for Medicare contracting with HMOs
and CMPs, and authorized payment to those plans of 95 percent of the estimated cost of fee-for-
service Medicare in the geographic area (the county) -- the adjusted average per capita cost, or

AAPCC.

While the specifics of the AAPCC calculation are complex, the methodology incorporates
four basic steps:

4]

calculation of the national per capita cost for care under Medicare (this is the
United States Per Capita Cost, or USPCC);

estimating the county per capita cost of fee-for-service care by:

-- applying a county adjuster to the USPCC (the county adjuster is a moving
five-year average of the ratio of county per capita costs to national per
capita costs);

- adjusting for county HMO expenditures; and

-- adjusting for the demographic mix of the county’s beneficiaries;

multiplying the county per capita cost by 95 percent; and

'Competitive medical plans (CMPs) are HMOs that have not chosen to become federally
qualified but meet similar federal standards. For the remainder of the testimony, we use the term
"HMO" to refer to both HMOs and CMPs.
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[ applying the actuarial risk adjustments developed by HCFA to account for age,
sex, Medicaid status, institutional status, and employer-based coverage of the
beneficiary.

As of this year, roughly 3.1 million Medicare beneficiaries have chosen to be served
through one of the HMO contracting options offered by the Medicare program. Since 1990,
enroliment in Medicare risk plans has doubled while combined enrollment in all HMO options
has grown by 70 percent.

The Medicare HMO contracting program has proven successful in a number of ways -- it
has achieved a broad enrollment base, member satisfaction, documented quality, and savings.

Broad enroliment base: The National Research Corporation found that seniors enrolled
in HMOs and in fee-for-service Medicare are very similar in terms of overall self-reported health
status and incidence of chronic medical conditions. As shown in Figure 1, 16.7 percent of HMO
members reported that they were in “excellent” or “very good” health, compared with 16.5
percent of fee-for-service enrollees. The percentage in both populations reporting “poor” health
was the same, 13.6 percent.

Figure 2

Comparison of Elderly Individuals’ Perceived Health Status

HMO vs. FFS Coverage
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Further, the percentage of Medicare HMO enrollees with selected chronic conditions is generally
similar to the FFS sector, as shown in Figure 3. For example, 49.2 percent of seniors enrolled in
HMOs reported suffering from arthritis, compared to 49.1 percent in FFS Medicare.

Figure 3

Comparison of Elderly Individuals with Chronic Conditions
HMO vs. FFS Coverage
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These data are inconsistent with the ofien-cited Mathematica Policy Research study on
favorable selection in the Medi HMO program -- a study that was based on beneficiaries who
enrolled in 1987 or 1988 (seven to eight years ago). Since 1987 — when the risk contracting
program was just two years old — enrollment in Medicare risk HMOs has more than doubled,
and as that enrollment has grown, the characteristics of the HMO population have become
increasingly similar to those in the fee-for-service population.

Satisfaction: Medicare HMOs attract a broad mix of enrollees, and those enrollees are
satisfied with their care. During the past year, numerous groups have conducted patient
satisfaction surveys, all of which show that HMO subscribers are more satisfied overall with
their health plan than fee-for-service subscribers. A National Research Corporation survey of
over 19,000 elderly Americans found that, for all levels of self-designated health status, the
elderly enrolled in HMOs are more satisfied with their coverage than the elderly receiving
services under the traditional Medicare fee-for-service program. Figure 3 highlights these data --
indicating that HMOs achieve higher subscriber satisfaction not just among the healthy, but also
among the sick.

Figure 4

Overall Satisfaction with Coverage, Based on Health Status
HMO vs. FFS Medicare Coverage
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This level of satisfaction is highlighted further by the fact that Medicare beneficiaries
who choose HMOs stick with them. A recent study of Medicare HMO enrollees in 1994 showed
that:

84 percent remained with their HMO,

6 percent switched to another HMO in their arca;

6 percent left for reasons unrelated to the plan (¢.g., they move out of the area);
4 percent returned to local fee-for-service care.

[T - - -

Figure 5
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Quality: Medicare HMOs offer high quality health care. A recent study by the Health
Care Financing Administration showed that elderly HMO members with cancer are more likely
to be diagnosed at an early stage than those in the fee-for-service sector. This is due to coverage
of and improved access to preventive care under comprehensive HMO coverage, which is also
highlighted in a study by the Centers for Disease Control (CDC) and the National Center for
Health Statistics that showed that women in HMOs are more likely to obtain mammograms, pap
smears, and clinical breast exams than those in the fee-for-service sector. Another study,
comparing care for patients age 65 and older with acute myocardial infarction (heart attack),
concluded that HMO patients received better care than that received by patients in a national fee-
for-service sample.

Savings: Finally, HMOs lower the rate of increase in spending on health care in two
ways -- by holding down costs in their plans, and by producing savings in the marketplace as a
whole (the so-called "spillover® effect).

By promoting competition in an area, HMOs lead to reductions in fee-for-service costs.
W.P. Welch of the Urban Institute estimated that for metropolitan statistical areas with more than
25 percent of the population enrolled in the Medicare risk program, fee-for-service costs decline
by 10 percent. Studies by Glenn Melnick and James Robinson found that hospital costs increase
less rapidly in areas of California where HMOs had a larger market share. Jack Hadley and
Darrel Gaston of Georgetown University report that hospital costs per admission increased 69
percent in high HMO penetration markets from 1984 to 1993, compared with 96 percent for low
HMO penetration markets, as shown in figure 6 below.

Figure 6

Percent Change in Expenditures per Adjusted Admissions by
HMO Penetration, from 1964 to 1991
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The current program is a promising start, and demonstrates that HMOs can successfully
serve the Medicare population. But despite recent enrollment growth, Medicare still lags
considerably behind the private sector in the HMOs and other organized systems of care it offers
to beneficiaries.

Where to begin

Looking at the current Medicare program and using the GHAA principles as a guide, the
question, of course, is how to begin to take the steps necessary to modernize Medicare. Based
on the practical and proven experience of our member plans in serving tens of millions of
Americans, including three million Medicare beneficiaries, we are recommending a series of
changes to transition from the current approach 1o a model based on beneficiary choices.
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Figure 7

GHAA Medicare Proposal

Beneficiary Local Choices
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The changes are designed to foster expansion in existing Medicare markets, encourage new
Medicare markets to emerge, permit the development of increased capacity for Medicare
beneficiaries to enroll in organized options offered by HMOs and other entities, and provide the
experience necessary to permit informed decision-making by the Congress on the future design
of the Medicare program. We recommend changes in the following five areas:

o improve beneficiary information, awareness, and enroliment process;

[« expand the infrastructure of health plan choices available to beneficiaries;

[ maintain strong standards for health plans participating in Medicare;

[ begin to transition HCFA from the current regulatory approach to the beneficiary

choice model; and
o transition to improved Medicare payment methodologies.

Improve beneficiary information, awareness, and enrollment process: Mr.
Chairman, we should start with the basics. We cannot expect beneficiaries to make informed
choices if we do not inform them about their choices, and make it easy for them to enroll.

o Information/awareness: The Health Care Financing Administration (HCFA)
should work with entities that participate in the Medicare program, inctuding
HMOs and in the future, other arrangements, to develop information that HCFA
could disseminate to beneficiaries about the enrollment options available to them,
including educational information about the basic characteristics of those choices.
This‘information should be sent to all prospective beneficiaries in the six-month
period prior to their becoming eligible for Medicare. and periodically thereafter.

o Enrollment: HCFA should develop a mechanism that would allow newly-
eligible beneficiaries 10 elect HMO enrollment that is effective the first month that
they become entitled to Medicare, rather than requiring them to wait (and be
uncovered for supplemental benefits) until the second month.

Expand the infrastructure of options available to beneficiaries: Second, the choice
model requires that we increase the array of options offered by the Medicare program.

o Expanded array of choices: A broader spectrum of offerings should be phased-in
for Medicare beneficiaries by encouraging participation of an expanded array of
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benefit options by HMOs and other entities under rules that permit all to
participate on an equal footing.

Self-referral option: HCFA should continue its work to develop guidelines that
would permit HMOs to offer a point-of-service (POS) product through what
HCFA is referring to as a “self-referral option” (SRO) for Medicare beneficiaries.
Plans would then be allowed to offer beneficiaries a product that enables them to
go outside the HMO network to receive covered services.

Maintain strong standards for options participating in Medicare: As we expand the
infrastructure of offerings, it is vitally important to maintain strong and comparable standards for

all options.

4]

for all optiong: All organized options, such as those
offered by HMOs, PPOs, PHOs, as weH as providers under the Medicare fee-for-
service program, should meet comparable standards designed to address quality of
care, access, grievance procedures, and solvency. Standards should include:

-- Quality: all offerings and providers should have the capacity to develop
reports on performance that permit comparisons among options and
providers.

-- Access: all offerings and providers should accept all beneficiaries who
wish to enroll or who select those providers up to the limits of the capacity
of such offerings/providers and without regard to health status.

- Grievance procedures: all offerings and providers should make available
to beneficiaries procedures for hearing and resolving grievances under the
Medicare program.

-- Solvency: all offerings should be fiscally sound and meet standards for an
initial deposit, initial net worth and ongoing solvency.

50/50 rule: Statutory criteria in connection with waiving the 50/50 enrollment
requirement for HMOs and other organizations offering organized options should
be developed.

Anti-managed care: Attempts to limit choice by inhibiting the development of
HMOs and other organized systems of care, such as anti-managed care proposals
and changes to current antitrust law, should be rejected; where such anti-managed
care laws exist, they should be preempted.

Deemed status: To enhance and streamline Medicare’s quality assurance program,
organized offerings that meet accreditation standards of private sector
organizations designated by the Secretary should be deemed to comply with
applicable Medicare quality standards.

Begin to transition HCFA to implement new model: Changes in HCFA’s focus on
individual claims payment and basic improvements in administrative mechanisms can help
enhance the modernization of the choices available to beneficiaries.

o

Transition to new model: HCFA needs to begin the process of reorienting its
approach from management of the transactions in a fee-for-service system to
implementation of a beneficiary choice model.

Administrative procedures and processing of applications: In the short-term,
HCFA should take immediate steps to improve administrative procedures and
processing time:
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-- reduce the time it takes to process and approve two types of applications
from HMOs: initial applications to serve Medicare beneficiaries, and
applications from approved plans to expand their service area and be able
to serve additional Medicare beneficiaries;

- simplify administrative procedures for submission and processing of
applications (i.e., permit information associated with the application to be
submitted on computer disk); and

-- streamline oversight of multi-state organizations, for example by
eliminating duplicative filing requirements and facilitating
communications among regions.

o] Policy guidance/ regional variations: HCFA should take steps to identify and
narrow the variation in interpretation of policy by regional offices and promote
consistency in decision making in such areas as review and approval of contracts,
products, and marketing materials; this should include the development and
issuance of guidelines for regional offices.

Transition to improved Medicare payment methodologies: Finally, the program needs
to begin the transition to improved Medicare payment methodologies. We present this as the
final component of our plan, because it requires attention to a number of issues. We include
implementation of a transitional payment approach designed to meet current program and budget
objectives, and steps to set the stage for future decision making about payment policies.

Transition to Medicare payment mechanism: Medicare should implement a method of
payment that would provide greater incentives for beneficiaries to choose options that deliver
high quality, cost-effective care. The payment mechanism should permit these options to
establish premiums for the benefits they offer and should establish a government contribution
based upon the per capita cost to the Medicare program of providing Medicare-covered benefits
to all eligible beneficiaries.

In general, the starting point should be the payment methodology under the current
Medicare program.

3 The total Medicare budget should be established and a per capita amount should
be calculated based on the total number of beneficiaries. The per capita amount
should be trended forward on a basis appropriate to meet program goals.

S} The allocation for the fee-for-service program should be established by
aggregating the per capita amounts associated with the beneficiaries who select
the current program. Medicare would continue to pay claims for covered services
provided to these beneficiaries. A periodic determination should be made about
whether expenditures are within the desired range, and a framework should be
established, perhaps in the annual budget process, for making adjustments to the
program in light of this determination.

0 The payment for all other options should be based on the same per capita costs.

o Changes from the current methodology for determining per capita payments
should be phased-in over a period of years. Such changes would be designed to
address the problem of low payment rates in under funded areas and promote new
markets for private sector offerings for Medicare beneficiaries. This process
should ensure that health care for beneficiaries who have already elected HMO
membership is not disrupted and preserve the vitality of markets in which
significant numbers of Medicare beneficiaries have already joined HMOs.

o Under this system, health plans would have the flexibility to offer benefit
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packages that include at least the standard Medicare benefits, and perhaps greater
coverage, for the premiums they have developed.

Demonstrations on alterative payment methods: To set the stage for future decisions
about Medicare payment approaches, HCFA should continue to explore the feasibility of
alternative payment systems, such as other market-based approaches and mechanisms that will
support participation by entities offering organized options in rural and other less populous areas.
The projects should continue to encourage voluntary participation and should identify issues
related to the design and implementation of altemative systems.

Risk adjusters: One of the most misunderstood features of the Medicare HMO contracting
program relates to risk selection and risk adjustment in payments. First, as noted earlier, the fact
of the matter is that Medicare HMOs today attract a cross-section of beneficiaries -- sick and well
-- comparable to those in the fee-for-service sector. The often-cited Mathematica report on risk
selection is simply out-of-date. Second, Medicare already makes a number of actuarial
adjustments in its payments to HMOs based on enrollee age, sex, Medicaid status, institutional
status, and employer-coverage. These are efforts to assure that payments are as accurate as
possible in reflecting the relative risk of the enrollees.

GHAA has consistently expressed support for improvements to the AAPCC that will
enhance its accuracy. However, adjustments should be tested to determine if they will serve this
goal in a cost-effective way. We believe that the Health Care Financing Administration should
undertake demonstrations designed to identify the administrative issues and costs involved for
HMOs and for HCFA in implementing risk adjusters that appear promising. Progress on these
issues will permit the agency to work with participating entities 1o move to the next step of
implementing appropriate risk adjusters beyond those currently in place.

jv i : As the private health care market imposes
more competitive pressures on the health system, and Medicare is modernized as well, the
committee will be confronted by pressures to fragment Medicare's capitated payment in a variety
of ways. We understand, for example, that proposals have been made to split out Medicare
medical education payments from the AAPCC, and to make those payments separately and
directly to providers on a fee-for-service or other basis.

At this point, rather than re-fragmenting the payment stream, we believe that the
comprehensive, integrated approach offered by HMOs - and the enhanced competitive pressure
that is being generated -- is exactly what is needed in our health system. The reality is that
HMOs must contract with academic health centers for compelling health care and competitive
purposes -- beneficiaries want access to the prominent institutions in their community, and
HMOs, to be successful in meeting beneficiary needs, contract with them.

vi : We need to secure for Medicare
and seniors the benefits of the choices and changes that have reshaped the private marketplace,
by creating a stable payment environment whose predictability supports expanded participation
by HMOs and other organized systems. Such a strategy will allow you to bring Medicare
spending growth in line with private sector health spending.

Conclusion
GHAA appreciates this opportunity to present our views about modemizing the Medicare

program. We look forward to working with the Committee on this issue, and I would be pleased
to answer any questions that you may have. Thank-you.
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Chairman THOMAS. As usual, we appreciate the positive way in
which you are approaching change that is absolutely necessary
based upon the trustees’ report.

Dr. Butler, welcome back.

STATEMENT OF STUART M. BUTLER, PH.D., VICE PRESIDENT
AND DIRECTOR, DOMESTIC AND ECONOMIC POLICY STUD-
IES, HERITAGE FOUNDATION

Mr. BUTLER. Mr. Chairman, I appreciate the opportunity to tes-
tify.

Mr. Chairman, quite separate from the budget debate, there is
a growing consensus which I think you have already heard on this
panel that we do need to move Medicare in the direction of giving
the elderly the option of using a defined contribution to select from
a wide range of private plans.

One question that follows from this is what is the framework in
which such a choice system would operate so that plans truly serve
the customer, and that information is made available to the elderly
of the kind that Ms. Ignagni has already mentioned. I believe a
working model does exist for that framework; namely, the Federal
Employee Health Benefits Program, the program that serves 9 mil-
lion Federal retirees and active workers and their dependents.

Both the FEHBP and Medicare are run by the Federal Govern-
ment. Both provide comprehensive health coverage to millions of
people. But, whereas, Congress is struggling to deal with the deep
problems of Medicare, the FEHBP is in good shape and works rel-
atively well. Significantly, most Americans have not heard of the
FEHBP and it is really mentioned in the press. In my mind, that
is a sure sign that it is working.

The secret of the FEHBP’s three decades of success is in its basic
design. Indeed, according to the 1989 analysis of the program by
the Congressional Research Service, “That the FEHBP has contin-
ued to work over the years despite major changes in the environ-
ment in which it has operated reflects the basic soundness of its
design.” That design is quite different from Medicare.

Federal workers and retirees receive a degree of financial assist-
ance from the government, essentially a defined contribution, and
they apply this toward the cost of an approved private insurance
plan of their choice. A refined version of this program could provide
the framework for a new Medicare system which widens choice and
keeps costs under control through consumer choice.

Under the FEHBP, workers and retirees typically have a choice
each year of between one dozen and two dozen plans. Many of
these are organized through unions and other voluntary associa-
tions of workers and retirees. The plans differ not only in the way
in which services are delivered, but also in the services included in
the plan. Thus, a Federal worker or retiree might choose a plan
with a drug benefit or comprehensive dental coverage not available
in some other plan.

But with a defined Federal contribution, the more generous and
costly the chosen plan, the more the beneficiary must pay out of
pocket. That encourages beneficiaries to look for the best value for
their money and it helps keep costs down. This incentive to choose
value for money in a market of competing health plans has helped
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keep the rate of Federal spending on the program at about one-half
the rate of Medicare, and enabled the average premium to fall this
year.

And to help beneficiaries choose the best value and the most ap-
propriate plan, consumer organizations and Federal associations
provide FEHBP beneficiaries with information on cost benefits and
consumer satisfaction surveys. The National Association of Retired
Federal Employees even recommends particular plans for those suf-
fering from certain chronic ailments.

A new Medicare system similar to the FEHBP would provide the
elderly and disabled with a voucher which they could put toward
the cost of a Medicare approved plan of their choice. The voucher
would be based on a budgeted defined contribution from the gov-
ernment, in keeping with expenditure levels set by Congress. For
any individual, this average amount would be adjusted up or down
according to three factors.

First, primary risk factors; namely, age, sex, reason for eligi-
bility, institutional status, and ESRD status. Thus, older, generally
sicker beneficiaries would receive a larger contribution. Second,
there would be a means-tested adjustment applied to one-third of
the voucher to be equivalent to means testing today’s part B pre-
mium. And, third, there would be an adjustment to reflect the ac-
tual costs of typical approved plans available in the area.

To be eligible to market to Medicare beneficiaries, plans would
have to meet certain threshold requirements laid down by the Fed-
eral Government. There would be no restriction on the number of
plans, however. In addition to basic solvency and similar require-
ments, a plan would have to include a core set of services which
is much leaner than the Medicare system today, but would include
catastrophic protection. It would have to set premiums according to
the same risk factors used to determine the voucher, file standard-
ized information on rates and costs with the Federal Government,
and accept any Medicare beneficiary during an annual open season.

As with FEHBP, the government would act as a clearinghouse
for the standardized information provided by the plans, and it
would negotiate service areas and perhaps rates with each plan.
During an annual open season, the government would distribute
plan information and an enrollment form, and once the plan had
been chosen, the government would send the appropriate voucher
to the plan chosen and the beneficiary would be responsible, of
course, for the remaining premium amount.

In addition, the government would establish a Federal corpora-
tion under our proposal to operate a Medicare standard plan rough-
ly similar to today’s Medicare Program. The standard plan would
be available everywhere and, in our view, should have a premium.
It would have to compete on equal terms with the private plans.
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Mr. Chairman, Medicare is hemorrhaging money and it is 20
years out of date. It is time for the program to incorporate the les-
sons of the private sector an those of the government’s own
FEHBP. Those lessons suggest that the key is to increase consumer
choice and control and to spur innovation by creating a market of
competing private plans. That works well for the Federal retirees
of the FEHBP. It will work just as well, Mr. Chairman, for seniors
who have not worked for the Federal Government.

Thank you.

[The prepared statement follows:]
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STATEMENT OF STUART M. BUTLER, PH.D.
VICE PRESIDENT AND DIRECTOR
DOMESTIC AND ECONOMIC POLICY STUDIES
THE HERITAGE FOUNDATION

Mr. Chairman, my name is Stuart Butler. 1am a Vice President at The Heritage
Feundation. I appreciate the opportunity to address the subcommittee on the issue of
Medicare. 1 emphasize that the views I express are my own, and should not be construed
as representing any official position of The Heritage Foundation.

The problems of the current Medicare system derive from its two central
characteristics — it is a defined benefit program and for its organization and cost
constraint it relies on central planning and elaborate price conirols. This structure
encourages cost escalation and inefficiency because it lacks strong incentives for
beneficiaries to seek value for money and because centralization slows the introduction of
innovative management and delivery techniques to reduce costs while increasing
efficiency.

To control costs while improving value and choices for beneficiaries, Medicare
should be converted into 2 program in which the government provides beneficiaries with
a defined contribution which may be used to purchase a Medicare-approved heaith plan.
Such a system would be, in effect, a modified version of the Federal Employee Health
Benefits Program (FEHBP), which currently makes 400 competing private plans
available to nine million active and retired federal employees and their family members.

It should be noted the FEHBP population is not an ideal insurance pool, and on
the face of it the program should not be successful. Enrollees tend to be older than the
general population and the proportion of retirees covered is 40 percent and growing.
Enroliment is optional and eligibility requirements liberal. Moreover, beneficiaries can
switch plans annually without regard to their health condition and without any waiting
period or exclusions, and the plans must community rate their premiums. Yet despite its
seeming vulnerability to adverse selection, the FEHBP works remarkably well. As the
Congressional Research Service in a comprehensive review of the program in 1989,
“That the FEHBP has continued to ‘work’ over the years, despite major changes in the
environment in which it has operated, reflects the soundness of its basic design.”

The FEHBP functions in ways that could and should be incorporated in a
reformed Medicare system. Federal workers and retirees in any particular area typically
have access to between one dozen and two dozen plans, Nobody has a choice of fewer
than seven plans. These range from traditional fee-for-service plans to HMOs, PPOs,
IPAs and various point-of-service plans. All the plans cover basic hospital and physician
services but beneficiaries can pick plans with different additional benefits, such as dental,
prescription drug, or mental health benefits. Whatever the cost of their chosen plan, the
government pays a fixed amount (with the proviso that it will pay no more than 75
percent of the premium of any plan).

Retirees, like active employees, are given a great deal of assistance in choosing
plans in the FEHBP. Local Members of Congress commonly sponsor “health fairs” to
review plans in their districts. Checkbook’s Guide to Health Insurance Plans for Federal
Employees, published by a consumers organization, outlines plan features and costs, gives
general advice on picking a plan, and provides “‘consumer satisfaction surveys.” These
surveys rate plans in such areas as the ease of getting appointments, access to specialists.
waiting times in doctors™ offices and the quality of care. The Nationa) Association of
Retired Federal Employees also provides information and recommends plans for retirees
with particular ailments.

The law governing the FEHBP is just 26 pages long. The program is run by
OPM, which has authority to contract with plans for inclusion in the system. OPM’s
smal) staff “negotiates™ prices and benefits — best characterized as “jawboning”™ — but
does not impose price controls, fee schedules or benefit requirements. OPM also
provides beneficiaries each year, before an “open season,”with standardized information
~en costs, services etc. for each plan, and a form for indicating their choice.
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A new Medicare system structured much like the successful FEHBP, but with
modifications to refine the government contribution, to make the new program even less
susceptible to destabilizing adverse sclection than the FEHBP, and to provide
beneficiaries with better information on which to make choices. This new program
would have four core elements.

1) Entitlement to a defined contribution. Elderly and disabled Americans
would have an entitlement not to a defined set of benefits, but to a voucher worth an
amount based on a number of factors. The total expenditure on the voucher system
would be limited to a program budget, with the voucher amount adjusted each year
according to the budget.

2) Voucher amount. The base for the voucher would be budgeted Medicare
expenditure (the combined net expenditures on part A and B) divided by the eligible
population. This base would then be adjusted up or down according to three categories.

a) Primary risk factors, namely age, sex, reason for eligibility (age or disability),
institutional status and ESRD statts.

b) The second would be an income adjustment applied to one-third of the voucher, to
be the equivalent of means-testing today’s Part B premium.

c) The third would be a local market variance, to reflect the weighted average
enrollee cost of a “basket” of typical plans in any area. This would permit
adjustments to be made on the basis of the plans available in the area. This basket
would consist of “typical” plans, such as the Medicare Standard Plan (see below),
a catastrophic/MSA plan, a Blue-Cross standard plan, and a comprehensive HMO
plan. This is a refinement of the “big six” formula used by OPM to set the
government contribution to the FEHBP. Since the plans would have to submit
detailed information on their prices and benefits before an annual open season,
this adjustment would reflect the actual future market that the beneficiary would
encounter in the following the year.

3) Standards of participation. To be permitted to sell to Medicare participants,
plans would have to meet certain threshold requirements. Beyond these they could offer
varieties of benefits and delivery systems. There would not be a restriction on the
number of plans — what one might call an “any willing plan” arrangement. The
requirements would for a plan to be Medicare-approved would be that it:

a) Has a license to issue health insurance in the state, or obtains approval from HHS.
b) Will provide services in a service area acceptable to HHS.
c) Meets solvency requirements.

d) Includes a core of basic coverage determined by legislation. The basic package
would have to cover “medically necessary” acute medical services, including
physician services, inpatient, outpatient and emergency hospital services, and
inpatient prescription drugs, with a catastrophic stop-loss amount for these
services. A plan thus could offer a much leaner package than today’s Medicare
(although it would have to provide catastrophic protection, unlike Medicare), but
it could offer a range of services beyond the base coverage. For example, some
plans might offer dental benefits, or drug coverage, or an MSA. States would be
preempted from mandating additional benefits for plans serving the Medicare
population. The Medicare Standard Plan (see below) initially would provide the
services available today under Medicare parts A and B. This Standard Plan would
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not be required to add catastrophic protection unless its board chose to do so or
Congress required such a change in benefits.

Files with HHS a standardized statement of benefits (including exclusions and
copayments etc.), a table of rates for the same actuarial categories used to
determine Medicare benefits (age, institutional status etc.) and consumer
information as determined by an advisory board. This consumer information
might include such items as the results of enrollee satisfaction questionnaires,
turnover rates, average out-of-pocket costs paid in the previous year by enrollees
for the treatment of certain illnesses, and perhaps ratings by certain organizations.
This price, benefit and consumer information also would have to be available to
any Medicare beneficiary upon request.

Accepts and continues coverage for any Medicare beneficiary applying during an
annual “open season” or for any newly-eligible beneficiaries unless the plan
receives a waiver from HHS because of capacity concerns. This requirement
would apply to plans marketed by affinity organizations, such as churches, unions
or elderly groups, not merely to plans marketed by insurers or provider
organizations.

4) The government’s role. In the new system, HHS would no longer regulate

the prices charged by providers, and instead would take on functions more like those
carried out by OPM in the FEHBP system. The government would have three important

roles:

a) The government would establish a federal corporation, governed by an
appointed board, to run a Medicare Standard Plan similar to the current Medicare
program. The Standard Plan would be available in all markets and the board
would set premium prices to meet long-term solvency requirements. Subject to
congressional approval, the board could adjust benefits, out-of-pocket costs and
payment levels in the Standard Plan.

As an altemnative, the Standard Plan could simply be the traditional Medicare
program, without a set premium and funded directly rather than by vouchers.
While this alternative might have political advantages, however, the lack of a
premium would make it more difficult for beneficiaries to compare with Standard
Plan with the competing private plans.

b) HCFA would calculate the voucher amount for each beneficiary, setting that
amount after the plans had filed their price and benefit information for the
following year.

¢) HHS would conduct a Medicare open season, much as OPM does for the
FEHBP. Before open season, each Medicare beneficiary would receive an
information kit from HHS, including the amount of their voucher and the
standardized information on prices, benefits and consumer satisfaction for
Medicare-approved plans in their area, including the Standard Plan. Beneficiaries
would also receive a selection form on which to indicate their choice. Once the
selection had been made, HCFA would send the beneficiary’s voucher to the
chosen plan. The beneficiary would be responsible for any difference between the
voucher and the premium costs, but could elect to have the government pay that
difference and reduce the beneficiaries Social Security check (similar to the part B
option today). If the voucher amount exceeded the plan premium, the difference
would be deposited by HCFA into a Medical Savings Account of the
beneficiary’s choice. Disbursements from MSA accounts could be used only for
medical expenditures eligible for the Schedule A tax deduction.
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Thus Medicare would operate much like the FEHBP serves retired federal
workers and retirees. Medicare beneficiaries would be able to pick a private plan which
incjuded the services they wanted (beyond the core package), delivered in the way they
wanted, and, if they wished, perhaps through an organization with which they were
affiliated (as many FEHBP enrollees do). Or they could decide to put their voucher
towards the premium of the Medicare Standard Plan. Because beneficiaries would
receive a voucher of a specific amount (paid directly to the plan of their choice), they
would have a strong economic incentive to pick the plan that best met their objectives of
price, quality, and services.

The organization of services, the selection of benefits, and payments to providers
would be in the hands of the plan managers competing for enrollees. Unlike the federal
officials managing Medicare today, these managers would have the freedom and the
financial incentive to experiment with new ways to deliver care at a competitive price.
And the voucher approach, in contrast to the AAPCC payment system, would give all
plans an incentive to strive for the best pricing, and not consider the voucher as a floor
price.

In stark contrast to today, HCFA would have no role in setting the provider
reimbursement rates, deductibles, or cost-sharing levels of any private plan, nor any role
in requiring benefits. However, while it is doubtful that the price-maker theory actually
explains the FEHBP’s success, HCFA could carry out for Medicare the “jawboning™ role
in premium setting and agreeing on service areas that OPM undertakes for the FEHBP.
Reaching an agreement on service areas would substantially reduce the possibility of
“redlining” by health plans.

Since Medicare would become a defined contribution program, the government’s
share of Medicare spending could be held in check by a budget. But would this merely
shift costs to beneficiaries because average premiums grew much faster than the voucher?
There are good reasons to believe that the incentives in the new Medicare system would,
in fact, force a moderation of health care costs for Medicare beneficiaries. Both the CRS
and Lewin-ICF reported in their studies that FEHBP cost increases were lower during the
1980s than those of the private sector. More recently, FEHBP beneficiaries have seen a
drop in average premiums. The GAO notes also that programs with some similarities to
the FEHBP, such as CalPERS, have succeeded in controlling premium increases.

Further, Congress could, as some experts have suggested, build a “look-back™
mechanism into a reformed Medicare system. Under this arrangement, HCFA would
review total Medicare spending in the previous year. If spending exceeded the budgeted
amount, automatic reductions would be made in payment rates to physicians and
hospitals in the Medicare Standard Plan, together with increases in deductibles and
premiums for that part of the program. Revisions to the voucher calculation also could be
made if that was considered a factor in the budget overrun,

Adverse Selection. Even though adverse selection is not a severe problem in the
FEHBP, the design of the proposed Medicare program would be even less susceptible to
that problem. The main reason for this is that plans could vary their premiums according
to age, institutional status and other major risk factors, which FEHBP plans cannot do.
The ability to vary premiums in this way would also help protect the “residual” Medicare
Standard Plan from adverse selection. And because private plans could vary benefits and
would provide catastrophic coverage, it is by no means clear that sicker individuals would
gravitate to the Standard Plan.

Consumer Information. A refined FEHBP structure for Medicare would also
provide beneficiaries with far more usable information for choosing plans than they are
given to pick doctors or hospitals today. With the advice of a Consumer Board, HHS
and private organizations could circulate before Open Season such standardized price and
benefit information on available plans, benchmark treatment costs, and patient report
cards.
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Impact on the FEHBP. The proposed Medicare program would have
implications for some existing health programs and plans. It would be wise to eliminate
the overlap between Medicare and the FEHBP, to avoid the potential for adverse
selection effects by enrollees (a feature of overlapping eligibility today). One way to do
this would be to give federal retirees a one-time choice between Medicare and the
FEHBP when they become eligible for Medicare. Another option would be to end
FEHBEP eligibility for those eligible for Medicare.

Impact on Medigap. The Medigap market likely would shrink considerably, and
perhaps disappear, under a reformed systemn based on this proposal. The main reason for
this is that the primary function of Medigap — virtual catastrophic protection — would
become a standard feature of all plans. Another attractive feature of Medigap coverage
today is that it allows Medicare beneficiaries to purchase additional insurance for certain
services, such as prescription drugs or preventive care, on top of their Medicare coverage.
But such additional features typically would become optional features of Medicare-
approved plans under the reform. Further, Medigap plans today must by law reimburse
Medicare beneficiaries from certain routine copayments (and many categories of plan
must also reimburse deductibles). This reduces cost consciousness. No such utilization-
increasing requirements would accompany to plans offering additional services in the
proposed system.

Impact on Medicaid. The proposed Medicare reform likely would not have a
significant impact on Medicaid, however, whether or not that program undergoes
significant reform this year. Just as states may today “buy in” to Medicare, states could
decide to supplement a Medicaid-eligible person’s Medicare voucher to enable that
person to afford coverage under a certain Medicare plan.
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Chairman THOMAS. Thank you very much, Mr. Butler.

The gentleman from Louisiana, Mr. McCrery.

Mr. McCRERY. Thank you, Mr. Chairman.

I thank all of you for your excellent testimony. Dr. Bristow, I
have read the AMA’s proposal and I think it certainly has a lot of
merit. I am looking forward to learning more about it in the days
ahead.

Ms. Ignagni, your testimony is right on and, as usual, you are
very eloquent in presenting it.

Ms. IGNAGNI. Thank you, sir.

Mr. McCRERY. Dr. Butler, of course, you and I have talked about
the problems in not only the Medicare system, but the health care
system generally, and I am in agreement with your basic analysis
of what the problem is and where we ought to go.

In fact, all three of you touch upon the need for more market
forces to be put at work in the Medicare system or in the health
care system. I think that is the bottom line of what you all said.
I think this points out the basic problem that Dr. Bristow men-
tioned in his opening testimony, which is that seniors in this case,
when we are talking about Medicare, simply have been discon-
nected from the cost of delivering medical care because it is paid
for by a third party, either Medicare, Medigap, or the combination
of the two.

I think that is certainly true not only in Medicare, but in our
health care system at large, because we have a very pervasive
third-party payment throughout the health care system—employer
provided insurance, many times first dollar coverage insurance or
low-deductible coverage. So I would like for you to address perhaps
two things before my time is up.

First, do you think by going to the type of system that all three
of you have talked about—which is giving more choices to seniors
and creating more of a market atmosphere for seniors—helps us to
achieve a more seamless healthy care system between the work
force and the retired population; and is that good, is that nec-
essary?

Second, Dr. Butler talked about the difference in increases in
costs between the FEHBP and the Medicare Program. I know that
one thing that jumps to many people’s mind when that comparison
is made is, Well, that stands to reason because the elderly popu-
lation requires more health care. I would like for you to address
that conclusion and debunk it, if you will, or confirm it if you think
it is accurate.

Dr. Bristow. Congressman, I would like o at least start. I am
sure everyone else will want to comment on this. We think it is ter-
ribly important to change the incentives in the entire system ulti-
mately. Of course, the focus of this particular hearing has to do
with the Medicare Program, but it is a large part of the system and
it is an excellent starting point to bring sharp focus to the need for
positive incentives, if you want Americans to do something. They
respond much better to the carrot than they do the stick.

I think there is already existing within the under-65 population
a certain measure of that. We would like to see ultimately perhaps
increased utilization of the positive incentive to patients to be cost
conscious in how they use the system. So I think it is very impor-
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tant that we make this strong start at this point, which says to pa-
tients you are not going to be punished if you overutilize the sys-
tem, but in fact we will reward you if you are judicious in how you
use the system.

Mr. McCRERY. Thank you.

Ms. IGNAGNI. May I? I was looking at the red light and making
sure

Mr. McCRERY. Me, too, but it is yellow right now.

Ms. IGNAGNI. I would like to take a crack at this question. I
think that basically the situation you all are in is that Medicare
is about 10 years behind where employees were. Ten years ago, in
the mideighties, employers faced the similar problem and working
Americans faced a similar problem. Working Americans were very
concerned about preserving health care coverage. You can look at
the kinds of changes that are before you as frankly a way of main-
taining health care benefits and coverage and doing that in a way
that is more efficient and cost effective.

I think that the changes that have been made really provide
quite a body of evidence for you to take a look at, to think about
how it has worked. Without a doubt, about two-thirds of American
working families have chosen now some kind of managed care, but
there is still a strong fee-for-service system, and I think that is the
balance that you seek to create, to provide options, to give bene-
ficiaries the choice, and that is why our proposal is designed to per-
haps submit some recommendations about how you begin that
process now.

I think it also deserves to be mentioned that, like employers, you
want to set up a process that you can continuously evaluate. This
is a terrible thing for the witness to come to the Ways and Means
Committee and say, But the truth of the matter is I do not think
any of us know at all right now. I think what you want to do is
put in place a series of changes that you can continuously evaluate,
look at how the system is working, how effectively it is working,
and monitor it as you go along, and that is the spirit in which we
have come with our recommendations, and certainly I think the
spirit in which we have seen employers and workers face some of
the choices that they did during the eighties.

Mr. BuTLER. I would like to answer your question quite briefly,
Congressman. First, of course, today you have a situation where
somebody is 64, turns 65 and goes into Medicare and in many cases
has to give up a plan that has satisfactorily provided, say, drug
coverage, catastrophic protection, and so on, and they must go into
Medicare and give up a lot of these things, or buy Medigap insur-
ance on top of everything else. Therefore, a system which allows
people to choose, to keep roughly a similar plan, maybe an identical
plan, and to get a contribution toward it seems to me to make a
lot of sense.

As far as the FEHBP and Medicare, the issue is a rate of in-
crease, not a base amount. The base amount of FEHBP, of course,
is lower than we are talking about in Medicare, and it is important
to understand in FEHBP that what we have seen is a growing pro-
portilon in the FEHBP of retirees and, therefore, generally sicker
people.
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The proportion of retired Federal workers in the FEHBP, if my
memory is correct, has risen from about 27 percent in 1975 to 40
percent in 1992. Therefore, as a pool, it requires more intensive
care. Yet, the Federal contribution has increased and is projected
to increase at roughly 6 percent. The employees’ share of premium
costs in the FEHBP has also fallen, in fact, actually reduced as a
total proportion during the eighties. I am not sure about more re-
cent numbers. And premiums, as you know, have fallen in the last
couple of years.

So when you are actually trying to compare like with like, you
actually see a better performance by the FEHBP than even the
basic numbers suggest, not a worse one.

Mr. McCRERY. Thank you very much.

Chairman THOMAS. The gentleman from California will inquire.

Mr. STARK. Thank you, Mr. Chairman.

Dr. Bristow, let me see if I understand the AMA’s proposition
here. You are supporting the $270 billion in Medicare cuts, correct?

Dr. BrisTOW. I do not think you will see that anywhere in our
statement, Congressman.

Mr. STARK. I understand you are, and you certainly are not op-
posing $182 billion in Medicaid cuts. Now, are you for the $270 bil-
lion in Medicare cuts?

Dr. BrisTOW. Sorry?

Mr. STARK. Are you supporting the Republican plans, the $270
billion in Medicare cuts?

Dr. BrisTow. What we are doing is we have——

M; STARK. Yes, or no? Are you supporting the $270 billion in
cuts?

Dr. BrisTow. Sir, 1 cannot answer you a yes or no.

Mr. STark. OK. It is interesting, because let us assume for 1
minute that you do. Certainly, we have heard no opposition to it
this morning. That means that out of the 30 million Medicare bene-
ficiaries, they will be cut around $9,000. Another interesting figure
is that in your plan you do propose—this is from your plan—spend-
ing an extra $14 billion on doctors. Now, there about Y2 million
doctors, so in your plan, each doctor will average an increase in in-
come of $28,000.

It is interesting to note that the median net worth of people over
65 is only $26,000. So if I understand the very richest class of peo-

le in America, doctors, with an average net income of over
§189,000, according to your own survey in 1993, are proposing to
cut retirees $28,000, their entire net worth, and increase doctors by
that amount.

I wonder if that does not violate the Hippocratic Oath which says
do no harm, or whether or not physicians ought not to be ashamed
of the greed that underlies a program, who would come here and
ask us to give people who make $189,000 a year on average $14
billion more and cut retirees $9,000 apiece, while the members of
your association make on average $189,000. There is something,
Doctor, that is not right about that. Why would you want so much
money for the very rich doctors in America taken out of the pockets
of the poor?

Dr. BrisTtow. Congressman, I am glad you brought up those sub-
jects, because I am happy to address each of them. First of all, the
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doctors that you are speaking of work in excess of 60 hours a week,
they have put in over 13 years of education beyond high school in
order to develop the knowledge base that will allow them to will-
ingly get up at 3 o’clock in the morning to respond to the needs of
their patients, and they are productive——

Mr. STARK. I have got a father-in-law who works more than that
and gets up at 4 oclock in the morning and he does not make
$40,000 a year. Doctor, do not bleed for these wealthy people, but
go ahead.

Dr. BRisTOW. Do you want an answer?

Mr. STARK. What I am getting is a sermon. I would like an an-
swer, but go ahead.

Dr. BRISTOW. Let us address the other issue of the $14.5 billion
that you are saying doctors are getting in addition.

Mr. STARK. That is your figure.

Dr. Bristow. That is an issue that we would have been bringing
to this Subcommittee, if there were no discussion about the trans-
formation of Medicare——

Mr. STARK. It is your number, Doctor.

Dr. BrisTow. I am not denying that, but I am trying to explain
it, Congressman. That is an issue we would have been bringing to
this Congress, even if there were no effort to transform Medicare,
because it is an effort to correct a flaw in the way the update was
created for the Medicare Program.

Let me briefly explain that. When OBRA 1993 was passed, there
was a decision made that the update for physician conversion fac-
tor would be dependent upon the historical trend in volume of serv-
ices over the preceding 5 years, and then an arbitrary 4 percent
would be subtracted from that.

Now, in fact what has occurred is in recent years the volume of
services that physicians have provided to patients in the Medicare
Program has been less than 6 percent for several years. And when
you apply that historical trend of less than 6 percent and then take
4 percent arbitrarily from that, what you create is a flattening
curve and a predictable downslope at some point in time. That
point in time is going to be 1997, and from 1997 onward the con-
version factor for physicians will continue to go down in a negative
fashion, even though physicians have been doing everything that
the Congress has asked them to do as far as volume performance
is concerned.

We believe that was an error on the part of the Congress and——

Mr. STarRK. How high should that income go, Doctor? Should it
go to $200,000, $220,000, $250,000? What figure?

Dr. Bristow. What we are asking, Congressman, is that from
1996 on that the conversion factor be frozen, that it not go up, not
go up for 7 years.

Mr. STARK. What about the income, Doctor?

Dr. BrIsTOW. In order to keep it from going up for 7 years, it
would require putting in $14.5 billion. That is how much of a dis-
parity was created by arbitrarily taking 4 percent off the antici-
pated volume, no matter how well we have performed.

So what we are saying is keep us frozen at the conversion factor
of 1996 for the next 7 years, and if you do that, we anticipate that
it would cost $14.5 billion to get us level. In the meantime, if you
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do the other things that we are talking about in our proposal, in-
creasing the choice for patients and increasing competition, we an-
ticipate physicians will receive a loss of $20 billion over those 7
years in revenue because of less utilization by patients, which we
are encouraging. That is how much we——

Mr. STARK. What you are encouraging is taking this money out
of the pockets of poor Medicare beneficiaries, $270 billion out of the
pockets of Medicare beneficiaries to pay for tax cuts for the rich
and $14.5 billion more to rich doctors.

Dr. Bristow. Congressman

Mr. STARK. I am afraid that is one that does not sell, Doctor.
Thank you very much.

Dr. BrisTtow. Congressman, I live in a retirement community
and I think you know people who live in that retirement commu-
nity, too, and the income level in that retirement community is
substantially above the level that you are talking about. We are
only talking about having a decrease in the subsidization of the
wealthy elderly. In fact, our program, if implemented as we have
talked about, would have no change in the expenditure for 50 per-
cent of the Medicare population. It would have a savings in expend-
iture for 40 percent of the Medicare population, and it would have
a modest increase in expenditure for only 10 percent of the Medi-
care population. Those are the facts, sir.

Chairman THOMAS. The gentleman from Nevada will inquire.

Mr. ENsIGN. Thank you, Mr. Chairman.

I think what Mr. Stark brought up brings up a few interesting
points, because one of the reasons that I came to Washington is
that I saw people that were running this institution that had the
attitude—and I think that it was just brought out—that we are too
inept as an institution to design a system that includes a $1,900
per year increase. We call it a cut, first of all.

Second is that we are not smart enough to design a system with
efficiencies built into the system that we can provide better service,
we can do basically what the private sector has done. We had lead-
ership here and apparently we still have some people here that are
saying to the American people that we are not as smart as the pri-
vate sector, we cannot control costs as well as the private sector,
we are not smart enough to design systems that will build these
types of efficiencies of market forces in that the private sector has
done to be able to control the rate of medical inflation.

Obviously, we are not even trying to achieve the same low rate
of medical inflation that the private sector has. We are trying to
do it a little over 6 percent, and if we can do that, we can obviously
save Medicare.

I do want to ask one fundamental question. If we were smart
enough as an institution to design savings through efficiencies to
make our systems better, we are providing better quality, similar
to what the private sector is—maybe we can give some prescription
drug coverage and some other benefits that seniors right now do
not get—if we were smart enough to do that and spend less money
in the meantime, does anybody on the panel consider that a cut,
if we spend less money than what is projected?

Dr. BUTLER Obviously not, and you are quite right, Congress-
man, that if you actually look at the private sector, as we have all
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commented on, you can see in some cases very dramatic reductions
in actual costs, with an improvement in service and better coverage
and more complete care and comprehensive care for people, and
that is obviously the objective we want.

Again, just to go back to the FEHBP, that is essentially the pat-
tern we have seen of continuous innovation in both the types of
service, the methods of service, and so on. The fact is the retirees
in the Federal employee system and the active workers are ex-
tremely enthusiastic about that system. Indeed, they were one of
the central forces in defeating the Clinton health plan last year, be-
cause they did not want a change in that system.

Obviously, you can combine innovation, improvements, and cost
control without simply passing the tab for a broken system to the
beneficiaries, which is how these reforms have been characterized.

Mr. ENSIGN. Dr. Butler, you mentioned in your testimony about
the population that is within the Federal health are system, and
that it is an older population, they have a lot more retirees than
normal. Yet, even within that system, the inflation rate over the
last several years has only been about 5 percent. I think because
of some of the market forces, and I do not think they are ideal mar-
ket forces, they are a lot better than what is in the Medicare sys-
tem that we currently have as far as market forces working. Even
within that system, if we can just achieve that rate of inflation, we
will save Medicare.

Mr. BUTLER. If you achieve that rate, you will in fact hit the tar-
gets easily in the budget resolution, and that is what we are talk-
ing about.

Mr. ENSIGN. Yes. :

Mr. BUTLER. Another thing I would just say very quickly is that
in fact one of the paradoxes of this is as we see in the private sec-
tor, the more you start with a system that is out of date, the more
rapidly you can achieve dramatic savings. If you look at corpora-
tions that have moved from first-dollar coverage traditional indem-
nity plans to managed care and to other types of innovation, some-

_times the savings are quite dramatic, and yet the level of care actu-
ally improves. So you are actually in a good position, given how bad
the current Medicare structure is.

Mr. ENSIGN. Dr. Bristow, I would also like to come to your de-
fense just a little bit and ask how would the physicians like to have
been able to vote for their own pay raise. In 1989, I believe the
Congress voted for a 40-percent pay raise. How would the physi-
cians like to give themselves a 40-percent pay raise? Remember
who was in control that did that.

Thank you, Mr. Chairman.

Chairman THOMAS. The gentleman from Maryland.

Dr. BrisTow. The point is well taken, Congressman.

Thank you.

Mr. CARDIN. Let me thank all three of you for your testimony
here today.

I think there are a few points that the American people would
like to see in any reform that we bring forward. We might have an
agreement among our panel and among the witnesses, and that is
that the patient should have freedom of choice, freedom of choice
of which plan, freedom of choice as to which doctor or hospital that
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they wish to use, and that there should be more market forces in
determining the activities within the market.

What conicerns me is that we are all speculating on what the
plan will be in our budget this year. We do not have the specifics
of how these huge Medicare savings will be achieved. The Medicare
savings are much larger than we ever anticipated last year, and
which at that time the Republicans who were in the minority sug-
gested that they would devastate the Medicare Program. So we are
speculating.

We do not know how they are going to be implemented. That is
unfortunate and I think unfair, and we probably will not get the
specifics until right before we have to vote on it, and I think that
is wrong. I think it should be subject to hearings, and we should
have the input from the three of you and others on the specific rec-
ommendations. We are not going to be able to get that.

We do have some documents that have been produced to give us
some examples of how it would work. I favor more choice with our
seniors, if it truly is more choice. But the problem you might
have—and 1 really want your response to this—is that if not
enough resources are put into the program, then the seniors do not
have a choice.

They are going to be required to go into a plan that they can af-
ford, which may not give them the ability to choose their own doc-
tor. And if you cannot choose your own doctor, you lose the ability
of having the highest quality care out there, because people vote
by their decisions as to what physician to use. If that is taken away
from them because not enough resources are put forward and the
vast majority of seniors are forced into a plan that does not give
them choice, we run the risk of bringing down the quality of care.

Dr. Butler, you referred to the Federal Employees Health Benefit
Plan. I think it is an excellent plan, I agree with you. But in that
plan, the Federal Government for its employees puts up enough
funds to guarantee that the employee really does have the right of
choice. But as I understand the suggestions being made here in
this budget, the Federal Government is going to put up a defined
amount of money into the health care plan which may not be
e}rllough money to guarantee that the person actually has the right
choice.

You refer to market fores, and I agree with that. What is hap-
pening in the private sector, the growth projections that we are
using for the Medicare savings will mean that the government has
to outperform the private sector, because our per capita costs are
projected to grow at a slower growth rate than the private sector.
That would be a first, if government outperforms the private sector.

I welcome your comments on it, because I do think this is con-
structive. We only have one-half. All of us want to see more choice,
but if you do not put up enough resources, will we really have
choice, or will we be forcing people to go into plans that they really
do not want to go into?

Mr. BUTLER. Well, I can certainly respond to that. Obviously, it
is as truism to say that if you do not provide enough support then
there will not be enough choice and people will be hurt, in that
sense. So the issue then is the kind of projections sufficient.
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I think there are a couple of things to bear in mind. One is that
we are talking about just under 6-percent growth.

Mr. CARDIN. But that is the low with the private sector on a per
capita basis. We are assuming better cost savings in Medicare than
the private sector. Is that realistic?

Mr. BUTLER. On the other hand, you are talking about moving
from a certain base right now and introducing structural reforms
of the system. Now, the private sector, elements of the private sec-
tor that have introduced structural reforms has seen a much sharp-
er improvement.

Mr. CARDIN. If you can support that, I would appreciate it. What
we have seen is l-year savings, but not long-run savings. We have
had employer-sponsored people before us who have indicated that
they have not had the long-range projections.

Mr. BUTLER. But if you could move the base down, you have got
a much greater flexibility over the next 5 to 7 years in terms of
meeting the overall targets.

The second thing I would say is when you talk about a choice,
you are allowing people who today must pay extra for services that
are not included in Medicare, such as drug coverage, catastrophic,
and others, you are now allowing them to pick a plan that may in-
clude those services. So choice also allows individuals to reduce
their expenditure in many cases, and that is very important for the
low-income elderly who today are often vulnerable, that are not
able to get that coverage.

Mr. CARDIN. My time is running out. I think Dr. Bristow wanted
to respond and I want to make sure he gets a chance.

Dr. BrisTow. Thank you, Mr. Cardin.

I think you have to keep in mind that what we are talking about
is introducing a vital new factor and that is having patients become
cost conscious, because it will be rewarding to them to do so.

That is a factor that has been sadly missing, unfortunately, and
we think we have offered an innovative approach in which the gov-
ernment spends no more than it would normally plan to spend, but
it provides an inducement to patients to exercise some judgment as
to whether to go to the emergency room this evening or go to the
doctor’s office tomorrow morning. It is as simple as that. When that
is compounded 37 million times, we believe it is going to result in
substantial savings and a considerable modulation of how costs are
increasing.

As | said, we already project that there is going to be enough re-
duced utilization so that physicians will lose $20 billion over the
next 7 years. That is a sign of our commitment. We say fine, but
let us make a healthy system.

Mr. CARDIN. Very quickly, I would feel more comfortable if the
Federal Government was saying, OK, whatever the results are, we
will do the best we can, but we will guarantee that we will put up
at least 75 percent of the funds. We are not saying that, as I under-
stand these proposals. The government is going to be putting in a
ﬂ}:ilt dollar amount, and if they are wrong, the seniors lose their
choice.

Ms. IGNAGNI. Mr. Cardin, I would be delighted to provide some
data to you about the track record in the private sector to the point
that you proposed to Mr. Butler.
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I would also say to your point about people not being satisfied
or perhaps a potential perception that they would be forced into
certain delivery systems. We have provided some data about bene-
ficiary satisfaction in HMOs under Medicare, and I think they are
quite compelling in terms of the numbers of people who are making
the choice and who are choosing to stay there, the number is 90
percent. Only 4 percent of the people choose to go back to fee-for-
service. So we would be glad to provide some more data there.

Mr. CARDIN. Certainly.

[The information is being retained in the Committee’s files.]

Chairman THOMAS. The gentleman from Washington will in-
quire.

Mr. MCDERMOTT. Thank you, Mr. Chairman.

Dr. Bristow, do I understand under your proposal that the cur-
rent restrictions on physicians’ ability to charge Medicare bene-
ficiaries would be abolished?

Dr. BrisTOow. We are saying that price controls would be re-
moved, yes.

Mr. MCDERMOTT. So when Dr. Ensign is talking about the fact
that you do not set your own salaries, in fact, what you want to
do is set your own salary every day with every patient. That is ba-
sically what you are saying.

When I look at this and I look at the fact that Medicare bene-
ficiaries, 11 million of them are widows making less than $8,000
a year, and that the average Medicare beneficiary’s income is
$17,000 a year, with 80 percent of them having incomes under
$25,000, and the average out-of-pocket expenditure by Medicare
beneficiaries is 18 percent of their income, I cannot believe that you
would sit here representing the American Medical Association and
tell people that they have to spend more out of pocket to be cog-
nizant of what it is costing them and where their health care is
coming from.

I do not know what the American Medical Association thinks is
the proper figure. Fifty percent of their out-of-pocket money should
go to doctors and hospitals and then they would pay attention? I
think 18 percent, if you are living on $8,000 a year as a widow, is
an awful lot of money. Let me tell you, those old people know what
they are spending. They all sit there and look at those bills and de-
cide shall we pay the bills to the doctor and the hospital, or shall
we buy food, or shall we buy medication.

I personally think the American Medical Association has not
moved since 1965. It could just as well be Dr. Annis here talking
as he did when I was graduating from medical school, saying Medi-
care is a bad idea. You are more facile with this proposal from the
AMA, but I think Uwe Reinhardt is correct. Every doctor who sub-
scribes to this proposal will be a serf of an insurance company by
the year 2000, because if you put this kind of voucher out there
that is inadequate, these old people will be forced into HMOs, the
cheapest HMO, because they will not be able to buy all this choice.

These 11 million widows are not going to be able to take that
fixed amount voucher and get an adequate policy, unless they go
into something like an HMO. They will have no choice whatsoever.
So I really think that it is a bad proposal. It is a sad day for me
to feel this way about the AMA, that you would come here with a
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proposal that rolls back to 1965, taking away the guarantee of
health coverage from senior citizens. Putting 30 million old people
on the street with a voucher looking for a friendly insurance com-
pany is not my view of a step forward in health care.

I want to ask Ms. Ignagni, do you think——

Dr. BrisTow. Congressman, may I respond to you after you have
had those rather harsh statements to make?

Mr. MCDERMOTT. Surely. Do not take all the time, though, be-
cause [ want to get to her.

Ms. IGNAGNI. I can’t wait. [Laughter.]

Dr. BrisTow. First of all, it should be obvious that this is not Ed
Annis sitting before you at this point. That is to take nothing away
from Ed Annis. But the AMA is trying to be as innovative and as
creative as we know how to try to address what we consider to be
an American problem, one that we live with and work with every
day.

You are telling me about what patients feel? I see patients every
day, Congressman, so I am keenly aware of the distress that they
have. Our proposal would result in no increase in the expenditure
for 50 percent of the Medicare population and a reduction in ex-
penditure for 40 percent of the Medicare population. It would in-
crease for approximately 10 percent of beneficiaries, and we ac-
knowledge that. But we say most of those would be in high-income
individuals, the vast majority.

I urge you to please read our proposal carefully or let us explain
it to you more fully. But our objective I believe is consonant with
yours. We want to have affordable health care, high-quality care
for every American, and we want them to have as much choice as
possible. We simply feel the way to do that is to change the incen-
tives. That is all we are talking about, and we do not want to hurt
patients. We want to help patients.

Mr. MCDERMOTT. You are saying that the old people will not
have any increased costs in your program below what level of in-
come? What level do you feel they should pay more at?

Dr. BrisTow. We are saying that those above the level of $50,000
income as an individual or $100,000 income as a couple will be pay-
ing more.

Mr. McDERMOTT. And everybody else will do better in the hands
of the insurance companies?

Dr. BrisTow. Fifty percent will have no change, but 30 percent
will actually spend less.

Mr. McDERMOTT. When you say no change, you mean they are
still going to pay the 18 percent out of pocket they are presently
paying?

Dr. BrisTtow. Well, they are not worse off—

Mr. McDERMOTT. The amount they are paying for a Medigap pol-
icy, that will be not changed? They will still buy the Medigap pol-
icy?

Dr. BrisTow. That is true, but we will have helped 40 percent.

Mr. McDERMOTT. I doubt it from the figures that Mr. Stark
gives, and I agree with those figures. If you take $14 billion more,
it is hard for me to figure out how doctors are not going to come
out better and the patients are going to be worse off.
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When I think about a voucher system and I think about my fa-
ther or think about anybody in the 85 and above range of age—
and medicine has been very successful—you put those people out
there looking for an insurance company that wants them, you have
got to really have the ability to believe in the tooth fairy to believe
there is an insurance company that will want those kinds of pa-
tients in their patient mix. They do everything they can right now
to select those people out.

Dr. BrisTow. This will take less than 30 seconds, sir.

Mr. MCDERMOTT. That is all I need. ,

Dr. BrisTow. What we did was to approach the problem from the
perspective of trying to figure out what should be done. We had it
costed out afterward by Price Waterhouse. That is how those fig-
ures came out of $162 billion, and that is how the estimate of sav-
ing money for 40 percent, no change for 50 percent, an increase for
10 percent, that is where they came from, sir. It is not from AMA,
. it is from Price Waterhouse.

We are simply trying to act as doctors looking at the problem
from the perspective of what can be done “sensibly” without sac-
rificing the quality of care. That is what we are putting on the
table. We are not trying to solve the problem that you have, which
is a tremendous problem. But we are putting that on the table, sir,
and if you have a contention, it is with Price Waterhouse’s response
to their analysis.

Mr. MCDERMOTT. I would only say that you gave them the as-
sumptions, and you are right, you do not care about our problem.
What you care about is the problem of the doctors, as you should.
But I think that we have a different set of priorities here and I do
not think that the American Medical Association is being very
helpful in figuring out what is best for all the American people.

I guess I will have to wait for Ms. Ignagni later.

Chairman THOMAS. Dr. McDermott, old people? Old people?

Mr. MCDERMOTT. Maybe I misstated something.

Chairman THOMAS. You said old people, and I did not know if
that was a politically correct term now.

Mr. McDERMOTT. Well, I am 58, so I think I am free to talk
about old people.

Chairman THOMAS. The gentleman from Wisconsin.

Mr. KLECZKA. Thank you, Mr. Chairman.

Dr. Bristow, I think the AMA should receive some congratula-
tions for taking the effort to come together before this Subcommit-
tee with a plan, one which we might not agree with, but I think
it shows us and it shows at least your association that it is not
going to be an easy task to correct the problem that we are facing.

I should add that after your exercise, you still only came up with
a cut of $162 billion, clearly $100 billion short. We do not have the
luxury of coming close like that. We have to probably go all the
way to $270 billion.

I think it is interesting that part of your proposal—and I guess
- it is drafted by you, so you have the luxury to do so—does increase
physicians’ payments, and to your brethren in the hospitals, if my
figures add correctly, you decrease their reimbursements by some
$100 billion. I am assuming when the hospital association comes
before us, they are going to decrease your reimbursements by $100
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billion and increase hospitals by $14 billion, and I think that would
be very fair. But that is the problem that we are facing.

But for you to say, after your analysis and after you have come
up with a plan, that only 10 percent of the Medicare population
will be paying more, to make up $162 billion is totally false. Unless
the hospitals are going to take a bigger cut than I assume here,
there is no way you are going to extract that many dollars out of
that small population of Medicare recipients. _

I think what will happen here is that, if all controls on billings
are removed, you are going to see a ton of increases in the copays.
It is nice to talk about cost sharing, it is nice to talk about incen-
tives and having people being cost conscious. Those are all nice, but
in the real world they do not work. The reason is—and we have
all been hospitalized at one point or other, and in fact a lot of my
seniors have been—once you are in the hospital, without the medi-
cal education that you have and other people in the room have, you
are subservient.

Once you are admitted to the hospital, two or three doctors could
come in and visit you under some type of a consultant arrange-
ment, and you know nothing about it. You are not in any position
laying in that bed to question the doctor, who are you, who sent
you, what is your fee. And after the hospitalization, the person is
stuck with the bill. If in fact you take controls off, those deductibles
and out-of-pocket payments are going to increase dramatically.

The same is true for the lab people. Every hour on the hour, the
lab folks come in with their little kit and they pull blood and blood
and blood, and you do not know what tests are being repetitive.
And the consumer laying there in that hospital bed is not educated
to question that. You do not know if it is a life or death test that
they are doing today or tomorrow, or if it duplicates what they took
last Friday.

So to say we are going to have a more educated medical
consumer in this country does not mesh with reality. It is impos-
sible to do so, and the end result is that we are going to have a
consuming medical public through these proposals, yours and oth-
ers that are floating around, that are going to pay more, or the
problem they are going to face is, after one of these hospitaliza-
tions, the next time they need to go, they are going to stay home
because they just cannot afford it.

So what we are talking about with the $270 billion cut that we
are looking at for the Medicare Program is health care rationing.
For all the criticisms the administration took on their health care
bill, I think once the Majority party in the Congress comes up with
theirs, they are going to be subject to the same type of ridicule and
the same type of opposition. And to say that we are going to resolve
all the problems of this country through vouchers, Medisave plans,
or IRA plans is totally unrealistic, in my estimation.

I am surprised that none of the panelists this morning have men-
tioned the savior to the system called Medisave, which I think is
a farce, and maybe some of the other witnesses that will follow you
will say more about that.

Dr. Bristow, if you want to respond to any of the statements, you
are entirely welcome to.

Dr. BrisTow. Thank you, Congressman.
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I think you put your finger on a number of really key points that
I hope I can clarify in a very brief period of time. First of all, what
we are talking about are not cuts, sir. We have proposed a series
of areas in which we believe there can be substantial savings. As
it turns out, those savings amount to $162 billion.

The second point I wanted to respond to is what we are talking
about is having patients get the information before they see the
doctor as to what his fee structure is going to be. By knowing his
conversion factor and knowing what that insurer has as its conver-
sion factor, they will know immediately whether they will have to
pay anything different or perhaps make a savings.

Mr. KLECZKA. But a fee-for-service person sitting in a hospital,
even though they might know coming in, all of a sudden all the
doctors’ friends come in to take a little poke at the patient and pro-
vide for separate billing, at that point the health care consumer or
the sick patient has no control.

In using my example of billing not only from the consultant type
of activity, but the lab stuff, the x rays, I and none of the constitu-
ents I represent know when to say no to an x ray. If it is called
for, you lay on a gurney, get the x ray, and you are never going
to inform the population different, unless we all go to medical
school, which naturally is an impossibility. So you guys still have
us by the ears.

Dr. BrisTow. We think that it is going to be important for the
public to have the kind of information they need. We want you to
have the information you need in order to be able to make good
choices.

Mr. KLECZKA. Then give me the intelligence to say no to a doctor
coming into my room just to look at the incision and charge me
$200. That you cannot give me, that will never happen, and that
is where the copays and the patient are really going to take it on
the chin.

Dr. Bristow. Two last quick points, sir, and that is we believe
competition will work for the same reason that when VCRs came
out, in my community they cost $500 or $600. The same VCR, in
fact a better VCR now can be purchased for $200 because of com-
petition, an improvement.

Mr. KLECZKA. But most people who purchase VCRs are not on
their deathbed, and so they are of the mind that they can make
a decision. Once you are laying at St. Luke’s Hospital ready to go
through the heart transplant, you are not that alert to say, “No,
doc, I don’t think I need you today, just don’t do that.”

Let me finish by saying we are cutting back expenditures—not
even cutting back—we are reducing the growth. If in fact you have
a zoning population that is in need of health care, and if medical
costs through innovation and other inflationary factors are going
up and you say these factors equal x amount, yet, we are going to
cut the growth by $270 billion, there are only two things that can
happen. Either the patient is going to pay more or you are going
to get rationing.

There is no way all of a sudden you are going to get a healthier
population by the threat that between now and the next 7 years
we are going to cut $270 billion, and magically and miraculously
the health care population and the Medicare Program become
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healthier because they do not want to go without health care. It is
not going to happen, and to think so is being very naive.

Thank you, Mr. Chairman.

Chairman THOMAS. Thank you, Mr. Kleczka.

The Chairman notes we have three visitors with us who are not
Members of the Subcommittee, the gentleman from Pennsylvania
Mr. Coyne, the gentleman from Michigan Mr. Levin, and the gen-
tleman from Texas Mr. Laughlin. My assumption is that you are
here to watch and listen and I will not make the offer to Sandy,
because I know he will take me up on it. So I will simply assume
that you are here to watch and listen.

Mr. KLECZKA. Mr. Chairman, because of the importance of the
issue and the fact that the Members did take time from other
things to be here, I would think that they should be afforded some
opportunity to speak maybe, a little first amendment right, or even
if T could go to——

Chairman THoMmas. 1 will tell the gentleman from Texas, that
Mr. Laughlin and the gentleman from Pennsylvania Mr. Coyne
have both indicated through nonverbal communication that they do
not have an interest to speak, so you are championing the gen-
tleman from Michigan Mr. Levin.

Mr. KLECZKA. Any day of the week. [Laughter.]

Let me ask the Chair a question. Is this subject matter and any
legislation going to be subject to a Full Committee hearing so that
these non-Subcommittee Members could have an opportunity to
question?

Chairman THOMAS. If we could figure out a way to bring this to
the floor without going to any Committee, we might try to do that,
but I think you will find——

Mr. KLECZKA. Especially if we could do it at night with no lights
and stuff, wow, that would be really great.

Chairman THOMAS. If we can get it to the President’s desk, since
he understands there is a problem and wants to do something
about it, we would probably have a better chance of dealing with
the issue than with folks who refuse to even address the problem,
based upon the questions asked the witnesses.

Mr. KLECZKA. I will champion for Mr. Levin.

Chairman THOMAS. Sandy, do you want to say something?

Mr. LEVIN. A silly question.

Chairman THOMAS. The gentleman’s time has expired. [Laugh-
ter.]

Mr. LEVIN. The light never went on. I was waiting for the green
light to go on. I think the subject is important enough so any Mem-
ber of Ways and Means who comes here should be able to partici-
pate. You have the decision.

Chairman THoOMAS. And that is why you have an opportunity to
participate. The other two gentlemen indicated they were simply at
this point observers. So if you want to ask a question, you certainly
may.

Mr. LEvIN. Thank you. I assume if other Members come, they
would be able to do the same thing.

Let me plunge in. Mr. Chairman, I appreciate your indulgence,
and also Mr. Kleczka’s support. But I think it is important enough
that whoever wants to participate should so do.
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Let me press the issue that was raised before. It seems to me to
take all the rhetoric away and some of the vitriol, there is a basic
issue here. The three of you are essentially saying move away from
a defined benefit plan to a defined contribution approach. The gov-
ernment will put a certain amount and if that is exceeded, the risk
will be borne by somebody else.

With a defined contribution plan, that is the way it works. We
are going to put up a certain amount of money, and if the cost ex-
ceeds that, who picks it up? Dr. Bristow, you say it is not the phy-
sician, because you have removed any cost containment for the
physician. Those for managed care are willing to bear that risk. Dr.
Bristow, you do not take the controls off the hospitals, but you do
off the physicians, I think. You also raise the age at which Medi-
care kicks in over a period of time. It is in your proposal.

The real issue, more than any other, I do not think is choice. You
can have choice within the present structure, and you do. You can
increase choice dramatically within the present structure. The
issue is not expanding choice. I think the basic issue is, if the infla-
tion in Medicare continues beyond the level that would be set by
us, who would bear the brunt of it.

The three of you are coming here today and essentially saying—
you would not call it a gamble, but I think it is—that the loser po-
tentially is the senior.

Ms. IGNAGNI. Mr. Levin, let me jump in. What we are talking
about, speaking for GHAA, is a process where you would start with
the Medicare benefit package in our proposal. Once you start there,
you start from where you are today in terms of total cost. We are
not proposing a system where you get to your number or your
growth rate from the bottom. We are proposing a system where you
start from where you are today, from the top, and you begin to look
at imposing equity and efficiency on both sides, both the fee-for-
service and the managed care.

Mr. LEVIN. I understand that, but at the end of the day, if we
are going to reach $270 billion, we are going to move toward a set
amount by the government, and if that proves—I think your ref-
erence, Dr. Butler, to the Federal plan really in a sense proves the
other case, because, as Mr. Cardin said, the government guaran-
tees a certain percentage of the cost. It is not a defined contribu-
tion. All you do is phase it in over a period of time, but the real
question is, at the end of the day, if we are wrong and if the mar-
ket forces do not bring the cost down, who pays for it?

I think the answer of the three of you is the consumer in this
case. It is the senior, is it not? Dr. Bristow, who is it? It is not the
physician. Who is it?

Dr. BrisTow. Well, the way we view this approach, the only time
that patient would be at risk would be if they select a medical sav-
ings account in which they are assuming the control of their own
issue, with the exception of a catastrophic insurance policy that
they would have. Everything else is virtually a prepaid policy, be-
cause they are going to be dealing through some entity or the
other.

In our proposal, we have said maintain a transformed improved
Medicare Program for those who do not want to leave Medicare,
but also make available an FEHBP type panorama of choices that
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they can select from. They may select one that has the same actu-
arial cost as their Medicare Program, in which case——

Mr. LEVIN. My time is up, but logically the proposal of the Major-
ity—and they have not presented it, and if they are proud of it, I
think they will present it in time for us to have hearings on it—
there has to be a eduction somewhere to meet the $270 billion.
Where does it come from?

Dr. BrRISTOW. Let me try to offer you a little bit of help with that.
I did not say we have no concern about what you are doing over
the $270 billion. I simply said that, as physicians, we addressed
what we thought could best be done for patients without sacrificing
quality.

You have a problem because you have got to score things. I can
point out to you substantial savings which apparently cannot be
scored, and that is in professional liability reform. In California,
where we have had reform 21 years ago, I paid $4,000 a year as
an internist in the Bay Area for my insurance. My counterpart, an
internist in Long Island, also paid $4,000. We led the Nation 21
years ago. We passed the kind of reform that we are asking the
Congress to insert. Twenty-one years later, I pay $5,500 for the
same coverage. My counterpart in Long Island is paying $18,000 a
year for the same coverage.

Mr. LEVIN. My time is up and we will have to go into that some
other time.

Dr. BrisTow. My point is there is money that can be saved and
can help with what your bigger problem is, but you are going to
have to explore some other avenues to get those additional dollars.
That is all I am saying, sir.

Mr. LEVIN. Thank you. I appreciate that.

Mr. MCCRERY. Mr. Chairman, before this panel leaves, I would
like to thank each of them for coming forward with a specific pro-
posal. As you know, Members of this Subcommittee—certainly on
the Republican side—have been out there asking for suggestions
for months now at our town meetings, meetings with seniors, meet-
ings with the hospital associations, with the doctors, with nurses,
groups that are concerned about problems facing the government
and the people, you at least have come to the table with a specific
proposal, and I for one appreciate that, because it has helped us
to consider a number of options that I think could be part of a plan
that could help save the system.

Ms. IGNAGNI. Mr. Chairman, could I make a comment quickly on
Mr. Levin’s point about where this shift comes from and to whom
the money flows, in an effort to be helpful?

Chairman THOMAS. Certainly.

Ms. IGNAGNI. Mr. Levin, I think your conclusion would be correct,
if in fact it were the case that there were no efficiencies to be
drawn from the current system. I think that hypothesis is wrong.
I would ask you to consider some of the discussion that went on
years ago when the PPS initiative was launched and then when the
RBRVS was launched.

In our proposal, what we talk about is providing an opportunity
to integrate both part A and part B and take advantage of effi-
ciencies. The growth is 10.3 now in Medicare, and I do not think
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you need to bring the growth down to 4 or 5 immediately. I think
you can phase down the growth.

Mr. LEVIN. I do not say that there are no inefficiencies. I think
there are. The question is that if the guess about the amount of
inefficiencies is wrong, the amount of savings is wrong, and who
bears the brunt of that mistake? I think the answer that we are
hearing from the three of you is the seniors of America do. That
is a legitimate issue, if that is where the brunt should fall.

Ms. IGNAGNL I think what you need to decide—and there are a
number of issues that you——

Chairman THOMAS. I was not aware that this was an extension
of the gentleman from Michigan’s time.

Mr. LEVIN. Thank you. I appreciate it.

Chairman THOMAS. I extended it prior to that with the red light
on for more than 1% minutes.

I think one of the problems we have here is that there are some
folks who obviously are interested in playing politics more than
they are saving Medicare. There is nothing wrong with the chal-
lenge made by the Ranking Member to lay your plan on the table.
The fact of the matter is we do not have a plan to lay on the table.
We are listening to as many groups as we can who participate in
this process currently to see if they have some ideas to help us.

I thought it was rather humorous yesterday. Some folks may
have read the article in the New York Times which purported to
report on an internal staff document which was looking at some op-
tions. I happened to be interviewed by Charles Berbauer yesterday
on Medicare, and he said that he was on vacation in Colorado and
gotla hurried phone call would he please look over this new mate-
rial.

He looked it over and said there is nothing new here, I had inter-
viewed Thomas 6 months ago and basically he was saying the same
thing then in terms of the options that are available to us in creat-
ing choice, the idea that obviously if we do nothing, Medicare is
going to go broke, that everybody involved in the process has to
participate, you cannot write a plan that basically solves Medi-
care’s problems by only taking out of the hide of the providers, you
cannot write a plan that says beneficiaries are not going to be part
of the solution at all in saving it from bankruptcy, and, frankly,
you are also going to have to look at taxpayers to a certain extent.

So he chuckled a little bit, having been out of it on vacation, com-
ing back into the fray and looking at what people are trying to do
to hype the situation. It was very refreshing to hear someone from
the news media indicate you guys basically are continuing along
the path that you said that you were going to try to continue along,
and that is, if we do nothing, Medicare will go bankrupt.

I have got a little chart over here, if they will turn it over, and
I think it puts it in pretty graphic terms. I waited until all of the
Members on the Minority side testified, because I was looking to
hear for some kind of an option that they might provide to the
problem that we have in front of us.

For those of you who cannot see it, basically, the current Demo-
crat Medicare plan has a check dated this year for $4,800, which
is currently what we pay to each Medicare beneficiary. In the year
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2002, which is the bottom check, they get zero, because that is
what is going to happen if we do nothing.

Mr. KLECZKA. Mr. Chairman, you chastised the Subcommittee for
playing politics with this, and look who is playing politics with the
Medicare Program.

Thank you.

Chairman THOMAS. All I am saying is that at least what the Re-
publicans have indicated of their plan, which we will continue to
perfect, is that we will match the Democrats, obviously, with the
current rate of $4,800, and in the year 2002 the beneficiary under
our plan will receive $6,700.

Now, what I have heard from the Democrats is basically that
this strange thing under the choice option of managed care, wheth-
er it is coordinated care under a PPO or an HMO, is basically ex-
perimenting on seniors in terms of jeopardizing their health by of-
fering some alternatives.

All you have got to do is look at the real world today and realize
that seniors are the ones who are being cheated in the Medicare
Program because they are being denied the right to have the broad
basis of choice that more and more Americans every day are ha-
ing, and that in fact in California, a majority of Americans have
available to them.

If the Democrats had their way and we did nothing in terms of
creating a real choice structure in Medicare, more and more bene-
ficiaries who are retiring will in fact, as Mr. Butler said, on Friday,
have a plan they are comfortable with, that provides prescription
drugs, preventive procedures that are supportive, and then on
Monday when they retire and go into the Medicare Program and
ﬁndkout that they cannot have the same program that they had at
work.

I think that is wrong. I think we ought to create a broader choice
structure under Medicare. The numbers game that the gentleman
from California referred to as a shell game—and I do this with
some trepidation, given his education at an institution that obvi-
ously deals with numbers a lot——

Mr. MCDERMOTT. Mr. Chairman.

Chairman THOMAS. I am sorry, I did not interrupt any of you
guys when you were talking. I get my 5 minutes, or am I bothering
you by giving back to you what you gave to this panel of witnesses
for 25 minutes?

Now, it is a shell game to say that you take the current baseline
and seniors are going to pay more. That is hogwash, because every-
one agrees you cannot continue to have seniors pay more, because
you cannot continue the current Medicare Program. It will go bank-
rupt.

Even the President has offered a program which will reduce the
growth in Medicare. If the program is to reduce the growth in Med-
icare, the dollars by 2002 will not be as great. They will increase
from year to year, but when you multiply off the current base, that
is the shell game, because that current base goes to zero in 2002.

And when you talk about percentages, if you take 25 percent of
$100, that is more dollars out of the pocket of the beneficiary than
33 percent out of $66. So if you want to play political games, con-
tinue to play political games. Frankly, we are going to try to solve
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the Medicare problem in front of us, and the way you solve it is
to talk to the providers and work with them to come up with new
and novel solutions where we share in a reduced growth structure.

It is to talk honestly to beneficiaries and say, frankly, at 11 per-
cent or 10.5-percent growth a year, the program is going to go
bankrupt and we cannot continue to do it. The wealthiest of Ameri-
cans ought not be subsidized 75 cents out of every dollar by young
people who are working hard today trying to keep their heads
afloat. That is wrong, and you people know it, and it should be
changed. Instead, you are making political hay out of it.

Frankly, there are some taxpayers that are not paying their fair
share right now, but once they get into the Medicare Program, they
consume the goods and services just as much as anybody else, and
those people should be paying into the Medicare Trust Fund part
A while they are working, instead of not paying into it and then
receiving benefits afterward. It is a partially flawed system in that
regard.

If we are going to solve this problem, it is going to be providers,
beneficiaries, and taxpayers working together. And to the degree
you people continue to assault this by rubbing what you believe to
be politically sensitive spots in the hope that people will react, then
you are doing all Americans a disservice. We are going to go for-
ward and we are going to solve this problem. You can be part of
the solution or you can continue to act the way you are.

I want to thank this panel very much for trying to be part of the
solution. Nobody has all the right answers. We are going to have
to look at everybody’s suggestions. But I frankly think it is a very
positive side that providers who clearly benefit from participation
in this system are willing to rethink their role. Frankly, no one is
going to be completely right in this.

We are going to have to pick and choose and come up with the
program that makes sure that Medicare does not go bankrupt in
2002, as the President’s trustees now say it is going to. More im-
portantly, people are paying in in their twenties and their thirties
and have a right to believe that all of that money that they are
going to pay in for 30 to 40 years or the rest of their life will have
some benefit available to them at the time that they retire, as well.

For people who play to the fears of seniors today, you are doing
a disservice to the rest of America who are going to be paying in
for a long time. So keep up your game of trying to bait the seniors
through their associations and organizations to try to say, No, we
want to continue to have the program that is going bankrupt, and
you are doing no service to the rest of us.

I want to thank this panel very much.

Mr. McDERMOTT. Mr. Chairman, would you ask Ms. Ignagni
about medical savings account? Would you ask her? That is one of
the suggestions before the Subcommittee. I wondered if you would
allow her to comment on whether she thought medical savings ac-
counts would help in——

Mr. McCRreERY. Mr. Chairman, we have got a lot more panels.
Each member of this panel has had an opportunity to question the
witnesses and I say let us move on and get on with it.

Chairman THOMAS. As I recall, we held a hearing on medical
savings accounts and we will probably come back and have another
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hearing on medical savings accounts. I am going to assure you ev-
erybody is going to have plenty opportunity to present their point
of view before this panel before we move forward.

I know the gentleman from California and the Democrats have
urged us to show our plan now, but I think the proper and logical
course is to get all of the testimony from all of the various groups,
take a look at what it is and then compile a plan. I know that does
not serve your political agenda. I do believe it solves our problem
of trying to fix Medicare for all Americans.

I thank this panel very much.

Not coincidentally, our next panel consists of representatives of
seniors: Jake Hansen, vice president for government Affairs, Sen-
iors Coalition; Hon. Beau Boulter, our former colleague, who is
Legislative Counsel, United Seniors Association; Martha McSteen,
president, National Committee To Preserve Social Security and
Medicare; and joining us once again is Dr. Beatrice Braun, who is
a member of the Board of Directors of the American Association of
Retired Persons.

For those of you looking at me from my left to your right, it is
Hansen, Boulter, McSteen, and Braun. We should put little plaques
up on the other side so you can see where you are. I want to thank
all of you for joining us. I would say that any of your written testi-
mony will be made a part of the record, without objection, and we
will invite you to enlighten us in any way you see fit in the 5 min-
utes that you have.

Why don’t we move from my left to the right. Mr. Hansen, if you
will.

STATEMENT OF JAKE HANSEN, VICE PRESIDENT FOR
GOVERNMENT AFFAIRS, SENIORS COALITION

Mr. HANSEN. Thank you, Mr. Chairman.

My name is Jake Hansen, and I am vice president for govern-
ment Affairs for the Seniors Coalition, an organization representing
over 2 million older Americans.

I am not an expert on health care or Medicare, Mr. Chairman,
but I do believe I am qualified to represent concerns of the mem-
bers of the Seniors Coalition on this topic, because they are the
real experts on how Medicare affects their lives and their access to
quality health care.

They have asked me to speak to you and to the Subcommittee
on their behalf.

I have five points to make.

Chairman THOMAS. Mr. Hansen, I will tell you these micro-
phones are horrendous and you need to speak directly into them
or your message will not be heard. It is tough at an angle. You
really need to speak directly into them.

Thank you very much.

Mr. HANSEN. I have five points to make. Number one, seniors are
truly frightened about the financial crisis facing Medicare. They
know it is going bankrupt, they know action, substantive action
needs to be taken immediately, if they are going to avoid a catas-
trophe. They are deeply worried about what will happen when the
system upon which they must depend can no longer provide them
with basic health care that they need.
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Number two, seniors want protection. They want to know that
the Medicare system will be there functioning when they need or
want to use it, today, tomorrow, next year, and beyond. They are
looking to Congress, to their health care providers, to the private
sector insurance companies and everyone else involved in the proc-
ess to find a solution that will make this possible.

Number three, seniors want the waste and fraud involved in
Medicare to end. Older Americans are expert at many things, Mr.
Chairman, because they are experienced consumers, and experi-
ence is as very masterful teacher.

They read about, hear about, and experience firsthand the waste
and cheating that goes on in Medicare. Survey after survey reports
that most seniors believe they are being taken to the cleaners by
various parts of the health care system. They want the bureau-
cratic tangle of redtape that permits this corruption to occur cut
out once and for all.

Number four, seniors want to have the same health care options
as other segments of the population. Medicare was created in a
very different world, Mr. Chairman. Until the middle of the 20th
century, there had never been in the history of the world a signifi-
cant number of people who grew old before they died.

In 1965, when Medicare was created, we knew very little about
the biology or sociology of aging. Whether or not we are willing to
admit it, most people then equated age with fragility and dimin-
ished capacities. We now know that such thinking is wrong—it is
ageism of the worst kind. I would submit that the Medicare system
is built upon such premises in that it proscribes what seniors must
have in, rather than empowering them with the freedom to make
choices for themselves.

We know that the differences which make us unique individuals
increase with age—that, if you will, we become more and more our-
selves as we grow older. Thus, a one-size-fits-all program is not
only inadequate, but it also eliminates the most basic element of
dignity from older Americans, the right to be themselves and make
choices accordingly.

Seniors are both incensed and deeply concerned about the ex-
ploding cost of health care under the Medicare system. Medicare is
a system that in many ways strangles competition, Mr. Chairman,
and that is a key factor in spiraling costs.

In the last 30 years, technology has literally revolutionized medi-
cal care. Usually, technology reduces the cost of delivering goods
and services. In medicine, however, the effect has been the oppo-
site. We believe the Medicare system is a part of the problem which
allows this to happen.

Similarly, Medicare was established before there were so many
innovations in the operation of the practice of medicine. I am
speaking of HMOs, PPOs, and the like. We have tried to make both
technological advances and new forms of medical practice fit into
the Medicare system by amending it, adding onto it, and so forth,
but to what end? Our adjustments have not necessarily contributed
to better health care, and most certainly they have not driven down
costs. In truth, seniors cannot benefit from free market competition
in health care because the Medicare system itself is in the way.
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STATEMENT OF JAKE HANSEN -
VICE PRESIDENT FOR GOVERNMENT AFFAIRS
THE SENIORS COALITION

Mr. Chairman, my name is Jake Hansen and | am Vice President
for Government Affairs of the Seniors Coalition, an organization
representing over two million older Americans.

| am not an expert on healthcare or Medicare, Mr. Chairman, but
| do believe | am qualified to represent the concerns of the mem-
bers of the Seniors Coalition on this topic because they are the
real experts on how Medicare affects their lives and their access
to quality healthcare. And, they have asked me to speak to you
and the Committee on their behalf.

| have but 5 points to make:

1. Seniors are truly frightened about the financial crisis fac-
ing Medicare. They know it is going bankrupt. They know
action, substantive action, needs to be taken immediately if they
are to avoid catastrophe. They are deeply worried about what
will happen when this system upon which they must depend can

no longer provide them with access to the healthcare that they
need.

2. Seniors want protection. They want to know that the
Medicare system will be there FUNCTIONING when they need
or want to use it... today, tomorrow, next year and beyond. They
are looking to Congress, to their healthcare providers, to the pri-
vate sector insurance companies and everyone else involved in
this process to find a solution that will make this possible.

3. Seniors want the waste and fraud involved in Medicare to
end. Older Americas are expert at many things, Mr. Chairman .
because they are experienced consumers, and experience is a
very masterful teacher.

They read about, hear about, and experience first hand the
waste and cheating that goes on in Medicare. Survey after sur-
vey reports that most seniors believe they are being taken to the
cleaners by various parts of the healthcare system. They want
the bureaucratic tangle of red tape that permits this corruption to
occur cut out once and for all.
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Consider this example: In 1965, a 3-minute phone call from New
York to Los Angeles took approximately 20 seconds to go through
and cost about 52. That would be about $10 in 1995 dollars, when
they are adjusted for average overall inflation. But today, Mr.
Chairman, if that same call were placed, it would go through in
about 3 to 5 seconds and cost 85 cents.

In short, Mr. Chairman, seniors are depending upon Congress to
find a way to save Medicare. At the same time, they want you to
keep Medicare from being a system that holds them its prisoner.

They want choices, Mr. Chairman. They want value, Mr. Chair-
man. They want to be reempowered with the ability to have control
over the major decisions of their life.

We believe that this must be done and it can be done, and we
stand willing to help in any way we can to bring this about.

Thank you.

[The prepared statement follows:]
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4. Seniors want to have the same healthcare options as
other segments of the population. Medicare was createdina
very different world, Mr. Chairman. Until the middle of the 20th
century there had never been, in the history of the world, a sig-
nificant number of people who grew old before they died.

In 1965, when Medicare was created we knew very little about
the biology or sociology of aging. Whether or not we are willing
to admit it, most people then equated age with fragility and dimin-
ished capacities. We now know that such thinking is wrong -- it is
ageism of the worst kind. | would submit that the Medicare sys-
tem is built upon such premises in that it proscribes what seniors
must have in rather than empowering them with the freedom to
make choices for themselves.

We now know that the differences which make us unique individ-
uals increase with age -- that, if you will, we become more and
more ourselves as we grow older. Thus a one-size-fits-all pro-
gram is not only inadequate, but it also eliminates the most basic
element of dignity from older Americans -- the right to be them-
selves and make choices accordingly.

5. Seniors are both incensed an deeply concerned about the
exploding cost of healthcare under the Medicare system.
Medicare is a system that in many ways strangles competition,
Mr. Chairman, and that is a key factor in spiraling costs.

In the last 30 years technology has literally revolutionized med-
ical care. Usually, technology reduces the cost of delivering
goods and services. In medicine, however, the effect has been
just the opposite. We believe the Medicare system is a part of the
problem which allows this to happen.

Similarly, Medicare was established before there were so many
innovations in the operation of the practice of medicine - | am
speaking of HMOS, PPOs and the like. We have tried to make
both technological advances and new forms of medical practice
fit into the Medicare system by amending it, adding on to it, etc.,
but to what end? Our adjustments have not necessarily con-
tributed to better healthcare and most certainly they have not dri-
ven down costs. In truth, seniors cannot benefit from free market
competition in healthcare because the Medicare system itself is
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in the way.

Consider this example, in 1965 a three minute phone call from
New York to Los Angeles took approximately 20 seconds to go
through and cost about $2.00. That would be about $10 in 1995
dollars when they are adjusted for average overall inflation. But
today, Mr. Chairman, if that same call were placed, it would go
through in about 3 - 5 seconds and cost $. 85 -- exclusive of
whatever discount rates were being promoted by all of the long
distance carriers from whom we can now choose. Is there not
some lesson here which might be of value?

In short Mr. Chairman, seniors are depending upon Congress to
find a way to save Medicare. At the same time, they want you to
keep Medicare from being a system that holds them its prisoner.

They want choices, Mr. Chairman. They want value, Mr.
Chairman. They want to be re-empowered with the ability to have
control over the major decisions of their life.

We believe this can and must be done, and we stand willing to
help in any way we can to bring this about.
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Chairman THOMAS. Thank you, Mr. Hansen.
Beau Boulter.

STATEMENT OF HON. BEAU BOULTER, LEGISLATIVE COUN-
SEL, UNITED SENIORS ASSOCIATION, INC.; AND A FORMER
REPRESENTATIVE IN CONGRESS FROM THE STATE OF
TEXAS

Mr. BOULTER. Thank you, Mr. Chairman.

Medicare is a very, very popular program. A large segment of our
society continues to depend on Medicare, but there has been a
problem with Medicare and it has been there for a long, long time.
The trustees’ report was out there last year and hardly anybody
was talking about it, not the administration, really not the leaders
of Congress. So it is the new leaders of Congress this year, Mr.
Chairman, that have really brought the problem to the attention
of the American people.

For the United Seniors Association, I want to congratulate the
Republican Majority, especially in the House, for doing this, be-
cause until you started talking about it, nobody was talking about
it. The problem is that there is more going out of the system than
is coming into it, and the options are very, very few. And you point-
ed out that if we do not do anything by 2002, there will not be any
money in it—the part A trust fund—at all.

I could not come here and recommend for United Seniors Asso-
ciation borrowing the money. I could not come here and say just
raise taxes. I could not come here and say raise part B premiums
by 300 percent. I certainly could not come here and say federalize
the whole national health care system like the President wanted to
do last year and make it all like Medicare. I do not think that
would work at all.

I am not wed to the $270 billion or anything like that, but it
seems to me that you are doing what you have to do, that you do
not have any real options except to go forward and do what you are
doing, because Medicare is broke.

I know that United Seniors Association has a lot of contact with
our 400,000-plus members, plus seniors in general. We participate
in focus groups, townhall meetings, we have a national television
show, we get a lot of call-ins, and we try and stay in touch.

What we found out, Mr. Chairman, is that I guess seniors are
now beginning to understand that the program is broke. They have
not understood that long, but they think that it is like an airline
that is bankrupt, it is going to be magically fixed or something.
There is still seme information they do not have.

A lot of seniors, I think most seniors perhaps, think that basi-
cally they get out of the system what they have put in, when in
fact for a two-earner couple retiring in 1995, they will take out of
the system $117,000 more than they have put in. Most seniors do
not know that to maintain the current program, just what they
now have for workers who are coming online and retiring down the
road, that their premiums would have to be increased by 300 per-
cent or something like that.

They do not know, Mr. Chairman, what you brought out today,
that, on average, they get $4,800 a year now, and that by 2002,
they will get $6,700, and that that is a 6-percent annual increase.
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I think it needs to be pointed out, Mr. Chairman, that the Medicare
population is growing at a rate of 1 percent. The CPI, including the
health care component, is growing slightly over 3 percent.

As I understand what you are proposing, you are proposing to in-
crease Medicare funding by 2002 by around 6 percent. Senior
Americans do not know this, and we have got to do a better job of
getting it out.

We have had a program, Mr. Chairman, United Senior has had
a set of specific reforms since April 1994, and it is supposed to be
in everybody’s offices. I do not know how many of you have seen
it, but it is detailed and I would like for it to be part of the record.
There are a lot of things in there, but two main things are choice,
giving seniors full control of their Medicare funds, giving them 100
percent of the average annual Medicare expenditure per beneficiary
and allowing them more options, including a medical savings ac-
count. I would be happy to answer more questions about that, but
we do support responsible reform.

[The prepared statement follows:]
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Testimony of The Honorable Beau Boulter
on behalf of United Seniors Association, Inc.

Before the
Subcommittee on Health
House Ways and Means Committee

Hearing on Medicare Reform
Wednesday, July 19, 1995

Good morning Chairman Thomas and Members of the Subcommittee. 1am Beau Boulter, Legis-
lative Counsel for United Seniors Association. As a former Member of the Congress, it's always good to
see many of my old friends and colleagues.

As all of you know, the Medicare system faces an impending financial collapse. The Board of
Trustees of the Hospital Insurance program have concluded that the HI trust fund will be broke by 2002.

The current spending growth is unsustainable. Maintaining the program with no change would
require a 250 percent to 600 percent increase in the payroll tax to pay benefits to today's young workers.
Financing all promised Medicare benefits would also require an equivalent increase in the monthly premi-
ums paid by the elderly for Part B from 400 percent to 700 percent.

In short, unless we act soon, continuing the current system unchanged means dramatic increases
in premiums and payroll taxes in the not too distant future.

Jt would be nice to be able to sit here and say... as I'm sure representatives of some seniors groups
will... that Congress has to keep its hands off Medicare and that you have to simply find the money
elsewhere to solve these problems.

It would be nice. We could go back to our members and tell them that we are fighting tooth and
nail to protect their interests and benefits no matter what.

But it would be irresponsible and a disservice to our members to do that. Our members weren't
born yesterday and neither was I. They know that to really protect their legitimate interests we have to
recognize these problems and work with you to find solutions to them.

That is why United Seniors Association has put forth a comprehensive and responsible plan to
deal with Medicare’s financial crisis, (and, to our knowledge, we are the only seniors organization with
such a plan). We also look forward to working with groups like the American Medical Association and
the Heritage Foundation who have proposed their own Medicare reform plans with similar goals.

If any of us ignore the impending crisis, the system is going to crash ... and that's in no one’s
interest.

In fact, our members, and millions of other seniors, are already beginning to suffer from the band
aids previous Congresses and Administrations have applied to avoid the overall reforms we all know are
necessary and inevitable.

The looming Medicare financing crisis already poses threats to the quality of care available to
seniors. The federal government, starting in 1983, has imposed a series of new controls, restrictions and
procedural regulations, restricting medical treatments doctors can choose to provide and second-guessing
the choices doctors are allowed to make.

The result is rationed care. Every year, more Medicare beneficiaries repont difficulty finding a
doctor willing to take them as patients. Bureaucratic rationing has led to more Medicare beneficiaries
discharged from the hospital in unstable condition, with a greater likelihood of death for those discharged
unstable.

Clearly, the system must be fixed. United Seniors Association's plan to revamp the Medicare
system allows seniors greater choice, thereby creating competition to control the growth in Medicare
spending. The first step of our proposal is a prohibition on tax increases and limits on Medicare premium
increases. These bold steps address two problems. One, capping revenues into the system forces Con-
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system is completely lacking in any such discipline. Two, these financing reforms give Congress sorely
needed credibility as it proceeds with systemic program reforms.

Systemic reforms are then required to match program outlays with capped revenues. First,
Congress should delay the retirement age. Life expectancy has grown significantly since Medicare was
adopted, and eligibility began at age 65; it now stands at 80 for males and 84 for females. Raising the
eligibility age to 70 would eliminate about 40 percent of the projected Medicare deficits. You will be
interested to know that as recently as two years ago we asked our members which reforms they thought
ought to be adopted and a significant majority said that they would support raising the age of retirement
and eligibility.

But the most important changes to the Medicare system are those that realign incentives for
beneficiaries in the program. Today, Medicare encourages over consumption of medical services,

through low deductibles and coverage of routine care. The current rationing scheme seeks to limit the
availability of services to compensate for the incentives in the system. Instead of bureaucratic centralized
rationing, our approach puts the incentives for saving into the hands of seniors themselves. Our approach
would replace the current laundry list of limits on the use of each specified Medicare benefit with com-
prehensive coverage of all listed benefits once beneficiaries have satisfied a reasonable deductible.

The vast majority of seniors already purchase Medigap insurance to cover the services Medicare
does not cover. The premiums spent on Medigap plans, combined with the savings from capping future
Part B premium increases, will provide seniors with significant cash reserves to cover the higher deduct-
ible. Seniors could choose to buy comprehensive Medigap coverage designed to match up with the new
Medicare benefits package, or they could pay out-of-pocket for expenses below the deductible. Under
either approach, seniors would have a vested interest in seeking cost-effective coverage for routine
services.

Our proposal would allow the Medicare deductible to increase in the future to ensure that Medi-
care spending does not exceed revenues. While the deductibles would remain fairly low under this
provision for the next several years, over time the deductible would increase substantially. None of us
want to see that happen, but we see it as necessary to real reform. We propose expanding current IRAs
to allow baby boomers and younger workers to save now in preparation for the deductibles they will face
after retirement. Allowing tax-free withdrawal of funds after age 65 for medical expenses would provide
seniors with the cash they need to cover the new Medicare deductible without distorting the incentives
for seniors to seek cost-effective care.

Finally, we recommend allowing all seniors to take the funds spent by Medicare for their care and
purchase any private insurance plan of their choosing. Seniors would have the choice of remaining in the

restructured Medicare program, purchasing expanded benefit coverage through an HMO, or buying
traditional insurance coverage from a private insurer. Our proposal also recommends health insurance

vouchers for the poor elderly, to ensure that the added deductible in the Medicare package will not
prevent low-income elderly from obtaining needed care.

We firmly believe that any reform of the Medicare system must be undertaken to save the system
and ensure that it continues to fulfill its role of providing health benefits to seniors. Addressing the
financial structure and the benefit structure to improve the Medicare program will also have the beneficial
effect of helping Congress address the nation’s budget crisis.

Seniors want to leave their children and grandchildren a better world than they inherited. They
support responsible government and believe the federal budget should be balanced, but reforms adopted
simply to achieve this goal could prove disastrous for current and future retirees who have planned their
retirement assuming the existence of Medicare benefits now available to them.

Seniors will support Medicare reform that serves both their own interests and the interests of
future generations. Our proposal does that. It eliminates the long-term financing crisis, while at the same
time allowing the elderly full control over their Medicare funds. Saving the systera from bankruptcy is
important to all seniors. It is today’s seniors who will bear the burden if the system collapses under its
own weight. I urge you to consider our proposals to reform Medicare in order to strengthen it and save
it from bankruptcy. That approach will gamer support for reform from seniors around the nation.

Thank you.
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Chairman THOMAS. Thank you very much.
Ms. McSteen.

STATEMENT OF MARTHA A. McSTEEN, PRESIDENT, NATIONAL
COMMITTEE TO PRESERVE SOCIAL SECURITY AND MEDICARE

Ms. MCSTEEN. Thank you.

A comprehensive systemwide approach to health care cost con-
tainment is necessary to make meaningful long-term progress to-
ward controlling the growth of Medicare spending and improve the
balance sheet for Medicare Part A Trust Fund. Unless real
progress is made in controlling health care costs generally, how-
ever, Medicare and Medicaid costs will continue to grow. This criti-
cal element is missing in the current debate.

Medicare has enhanced the life of millions of Americans and
their families. Despite pessimistic commentary, Medicare is a re-
markable success story. It provides universal coverage to seniors in
an era when the private sector makes no such promise, because it
takes in all individuals who could be entitled.

Medicare outlays over the past decade per enrollee have grown
much more slowly than outlays for private insurance patients.
Medicare’s administrative costs average only 2 percent of program
outlays, compared to 25 percent in the small group private market,
and 5.5 percent in the large group private market. Certainly, Medi-
care rates for hospitals and doctors are at deep discounts.

Medicare is already a large nationwide preferred provider organi-
zation. Citizens want prudent spending, but they also want the in-
surance they pay for to be in place when needed. Certainly, Medi-
care is no different from any other large system. Innovations may
be found that will increase efficiency, hold down costs and elimi-
nate waste. But let us not jump just at any strategy that is adver-
tised as “cutting costs.”

We can make changes within Medicare to allow for more man-
aged care options with appropriate consumer safeguards. The pri-
vate market holds no magic bullets for Medicare. Its record on cov-
erage and cost containment are inferior to Medicare.

The National Committee endorses certain principles for any Med-
icare reform plan. Universality: Certainly the National Committee
opposes opting out of Medicare at this time, but increasing choice
of plans is acceptable, as long as the choices are within the Medi-
care framework of access to a defined set of benefits. It is impor-
tant that HCFA search for cost-effective means of delivering serv-
ices to seniors such as PPOs and HMOs, as long as quality stand-
ards, access and comprehensive benefits are assured. Affordability
is certainly a concern of every senior, because we keep seeing in-
creased out-of-pocket costs.

Quality: Medicare promises seniors access to high-quality health
care. The enthusiasm for managed care should be balanced with
the realities of access to care and quality. Of course, cost and cost
containment must be considered. Proposed reforms should not only
address the solvency of the Medicare Program, but should also con-
tribute to controlling overall health care costs.

Medicare cuts alone are not real cost containment. Fairness to
providers is an element that we would insist be a part of the pack-
age.
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We believe that the budget resolution has been driven more by
political promises to balance the budget and cut taxes than by con-
cern over the solvency of part A. When the deficit spending on all
general revenue fund programs, including interest, is compared,
Medicare part B accounts for only 6 percent of the deficit spending.

Certainly, we must address balancing the budget, but at the
same time remember that Medicare provides valuable insurance
protection that would be difficult for many to obtain in the private
market. Attempting to abruptly dismantle Medicare will not solve
the problem. We must continue to improve and refine Medicare, as
we search for a resolution to this Nation’s overall health care di-
lemma.

Thank you.

[The prepared statement follows:]
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STATEMENT OF MARTHA MCSTEEN, PRESIDENT
NATIONAL COMMITTEE TO PRESERVE SOCIAL SECURITY AND MEDICARE

The National Committee to Preserve Social Security and Medicare, a grassroots education
and advocacy organization representing millions of senior Americans, is pleased to
testify on the subject of Medicare reform. The National Committee's mission is to protect,
preserve, promote and ensure the financial security, health, and the well being of
maturing Americans of current and firture generations.

A comprehensive, system-wide approach to health care cost-containment Is necessary to
make meaningful long-term progress toward controlling the growth of Medicare
spending and improve the balance sheet for Medicare Part A trust fund. Unless real
progress is made in controlling health care costs generally, Medicare and Medicald
costs wéllbcontinue to grow significantly. This critical element is mlissing in the
current debate.

MEDICARE'S SUCCESSES

Before Medicare, health care for a retired or disabled person depended upon individual
wealth or the generosity of family, friends, physicians or local health care institutions.
When this wealth and generosity were not available, retired and disabled people often
went without care when they needed it most. Medicare was started because the private
market did not insure health care for most sentors.

Medicare has enhanced life for millions of Americans and their families. While
increasing productive years of life for beneficlaries, Medicare has also helped support the
development of health care facilities and medical education. In the years since 1966,
when Medicare was imflemented. much has been learned about reversing life-
threatening illness, relieving pain and recovering lost functional capacity. Americans
of all ages and degrees of health are benefiting from this program, because it protects
whole families from much of the cost of acute health care for senior or disabled family
members.

Despite pessimistic commentary from many politicians and a few interest groups,
Medicare is a remarkable success story. It provides universal coverage to seniors in an era
when the private sector makes no such promise. It takes all eligible senlors and disabled
individuals entitled to Medicare regardless of health status. It does not control costs by
dropping coverage for sick individuals, dropping dependent coverage or refusing to pay
for medically necessary services. Over the past decade, Medicare outlays per enrollee
have grown more slowly than outlays for private insurance patients. Medlicare's
administrative costs average only 2% of program outlays compared to 25% in the small
Eroup private market and 5.5% in the large group private market. Medicare rates for

ospitals and doctors are at deep discounts, approximately 70% of what private insurers
pay. Medicare is already a large, nationwide preferred provider organization.

Citizens want prudent spending but also want the insurance thcr pay for to be In place
when needed. In general, large systems require continuous evaluation and refinement,
and Medicare is no exception. "Innovations" may be found that will increase efficiency,
hold down cost and eliminate waste, but let us not jump at just any strategy that is
advertised as cutting cost. We must ask "whose cost is being cut?" and "who benefits
from these cuts?" Will Medicare really pay out less? Will individual beneficiaries get
less choice, coverage and quality of care? Most importantly, does a reform plan leave
Medicare as one universal pr 7 We can make changes within Medicare to allow for
more managed care options with appropriate consumer safeguards. The private market
holds no magic bullets for Medicare-- its record on coverage of individuals and cost
containment is inferior to Medicare. Providing seniors and the disabled with vouchers
with which to purchase J:rlvat.e insurance is a type of reform which may well undermine
Medicare and threaten the health security of seniors and the disabled.

In seeking ways to improve Medicare, this Congress must commit itself to maintaining
Medicare as a federal Trogram which guarantees comprehensive health care to all entitled
senlors and the disabled. Medicare's 35 million beneficiarles are overwhelmingly
satisfied with this Insurance which assures ronablllty. renewability, wide choice of
providers, does not exclude preexisting conditions, does not the ground rules of
coverage when peogle are sick and need care and gives the individual stan to
dispute decisions about coverage. Some of the changes being promoted as Medicare
reforms would diminish or even end these protections.

The National Committee endorses the following principles for any Medicare reform plan:
Universality - Medicare must remain a universal program covering all entitled senior and
disabled Americans. Universality permits the pooling of risks, making insurance
affordable even for the chroni ill. The National Committee opposes opting out of
Medicare. Increasing cholice of plans is acceptable as long as the cholces are within the
Medicare framework of access to a defined set of benefits. 1t is important that HCFA search
for cost-effective means of delivering services to senlors, such as PPOs and HMOs as long
as quality standards, access and comprehensive benefits are assured.

Affordability - The average senior spends over $3,000 annually for out-of-pocket health
care, including premiums, deductibles and co-payments for Medicare, and uncovered care,
Including prescription drugs and long-term care. This amount represents a greater
percentage of out of pocket costs than before Medicare was created. Increasing premiums,
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deductibles and co-payments will place unacceptable fiscal and physical hardships on
moderate and low income seniors and the chronk ill. These types of Increases are
penny wise and pound foolish solutions as they result in seniors putting off needed
medical care, which will result in ultimately higher cost medical solutions.

Qualify-Medicare promises seniors access to high quality heaith care. The enthusiasm for
managed care should be balanced with the realities of access to care and quality. Medicare
beneficiaries in managed care plans should have natlonal quality standards, clearly
defined appeal rights and access to specialty care.

Means Testing-Means testing violates the universality of Medicare and singles out higher
income Medicare for discriminatory treatment. A study by Lewin-VHI conducted for the
National Committee demonstrates that the Medicare Part B subsidy for upper income
beneficiaries will be more than made up by Medicare Part A taxes in excess of Part A
benefits over a lifetime.

Choice-Senlors should continue to have their choice of doctors, specialists and other
medical providers,

Cost Containment-Proposed reforms should not only address the solvency of the Medlicare
program, but should also contribute to controlling overall health care costs. Proposals that
shift Medicare costs to beneficiaries or the privately insured are simply cost shiftin;
propolsals and are not real cost containment reforms. Medicare cuts alone are not real cost
contalnment.

Fairness to Providers-Fair reimbursement to providers is the only way to guarantee access
to quality health care.

MEDICARE SPENDING AND THE DEFICIT

The budget resolution calls for a reduction of $270 billion in current law levels of
Medicare spending over a seven year period. Reductions of this magnitude are
unprecedented--several times larger than the $56 billion in reductions over five years
enacted as recently as 1993 as part of the reconciliation bill. The Medicare lpnag’am
cannot sustain the level of cuts discussed recently by some Congressional leaders
without significant hardship to seniors and the disabled.

We believe that the budget resolution has been driven more by political promises to
balance the budget in seven years and cut taxes than by concern over the solvency of
Part A. In the last Congress, alarms were ded over the proposed $157 billion in
Medicare reductions over seven years proposed by the President as ran of health care
reform. Members of Congress predicted the cuts would destroy quality and access for
beneficiaries or even the progam itself. The same {s even more applicable to the current
budget resolution. At Jeast the President's proposal maintained the Medicare program for
all beneficiaries and added new benefits and attempted universal cost contalnment.

The current debate over Medicare costs is driven largely by the deficit problem. It is
important to note that Medicare Part B has contributed a relatively s: amount to the
current deflcit. (See attached chart) Medicare Part A has contributed nothing to the
deficit. When spending on all general revenue fund pro; , Including interest, Is
compared, Medicare Part B accounts for only 6% of deficit spending in fiscal year 1994.
Yet the budget resolution targets Medicare Part A and B for 35% of the funds for deficit
reduction. Similarly, Medicaid accounted for only 119% of 1994 deficit spending yet is
tarrgmd for 24% of the dollars for deficit reduction. Defense spending contributed 36%
of G10

deficit doliars in 1994, but will contribute nothing toward deficit reduction in this
budget resolution. Apparently, the over two trillion dollars the government will forego
over the next five years in tax entitlements will also escape virtually unscathed.
Medicare and Medicald are asked to shoulder an unfair portion of deficit reduction.

We do not believe our members, or most Americans, will support a budget reconciliation
billdv;'hiccll\ reflects this disproportionate and unjustified treatment of Medicare and
Medlcaid.

MEDICARE PART A
The most recent report of the Medicare Trustees projects that Medicare Part A trust fund will
be depleted in 2002. Of course, the Trustec:tfredlctcd that bankruptcy was only two years
away as far back as 1970, and Medicare is still here today. The reasons for this are the
determination of the Congresses over the intervening years to maintain the program and
the full support of the public for doing so. We are convinced that large majoritles of
Americans of all ages still fully support preserving the Medicare program.

This Congress can make reasonable changes to extend for several more years the
solvency of Part A, while continuing to work toward long-term structural and cost-
containment approaches. Our testimony today suggests changes which will add $150
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b}llion to the Part A trust fund through both savings and revenues and slow the growth
of Part B.

it is imclponant to note that the unprecedented level of cuts proposed by this Congress in
the budget resolution only extends the solvency of the program by two or three years.
The Medicare program will not be "saved" by these budget cuts. The reason is that
arbitrary cuts do nothing to solve the underlying problems of health care inflation and
an aging population. These issues must be addressed in a bi-partisan fashion, outside of
the budget process, and all reductions or savings must be directed toward maintaining
and improving the program for current and future beneflciaries.

OTHER REFORM PROPOSALS

The National Committee has looked at proposals by the American Medical Association
(AMA) and the American Hospital Association (AHA). They both rightly focus on the
long-term. We oppose privatization of Medicare. The National Committee recognizes the
potential benefits of managed care or "coordinated care" advocated by the American ‘
Hospital Association, but does not believe that sufficient evidence exists establishing
significant savings for Medicare from managed care.

Cost Containment

Medicare cost containment must be part of a comprehensive plan to control national health
care costs. Without a comprehensive program of cost containment, Medicare reductions
will result in higher costs to beneficiaries, reduced payments to providers, Increased cost
shifting and access problems for beneficiaries. The recent steep increase in Medicare
costs is typical of health care costs in society in general. It does not appear that costs
will be contained by lifting the current limits on balance billing.

Medicare is a far more efficient program than it is given credit for being.

* Over the past decade, Medicare outlays per enrollee have grown more slowl‘\l' than
outlays for private insurance patients. The reduction In private sector growth in just
the last two years does not necessarily represent a long-term trend. Insurance
companies can hold down premium increases for a short time by reducing reserves.

o Medicare has an excellent record on administrative costs--averaging 2 percent of
program outlays compared to 25 percent in the small group market of the private
sector and 5.5 percent in the large group market.

*  Medicare rates for hospitals and doctors are at deep discounts, approximately 70
percent of what private insurers pay. Medicare is already a large, nationwide
preferred provider organization.

* The notion that cost increases are due to a lack of cost consciousness on the part
of beneficiaries is false. Medicare pays less than half of senior health care costs,
including long-term care, and many seniors face financlal hardship as a result of
health costs, despite Medicare and Medicaid. An AMA idea to limit benefits for
those who supplement Medicare with first dollar medigap coverage using after tax
dollars is unreasonable, especially if there are no limits on tax breaks tgr first
doliar health insurance coverage %:)r corporate executives.

Controlling Fraud

A major effort to prevent fraud and abuse is essential and appropriate. According to the
General Accounting Office and the Inspector General of HHS, fraud and abuse ?n the
Medicare and Medicaid programs are rampant. Current estimates are that Medicare and
Medicaid lose up to $31 biltion annually to fraud and abuse. The government must
commit resources to fighting fraud and provide increased opportunities for beneficiaries to
make confidential complaints about fraud, perhaps through designated personnel at local
Social Security offices.

¢ A June 1994 report by Senator William Cohen, R-Maine, Chairman of the Special
Commiittee on Aging, concluded that major patterns of fraud and abuse have
infiltrated the following health sectors: ambulance and taxi services, clinical
laboratories, durable medical equipment suppliers, home health care, nursing
Eomes, physiclans, psychiatric services and rehabilitative services in nursing
omes.

* The HHS Inspector General repotts $80 in savings for every dollar invested in
efforts to controf fraud. Yet, Congress has yet tc make meaningful efforts to
prevent fraud of taxpayer money In the Medicare and Medicaid programs.

*  GAQ conservatively estimates that Medicare could save $650 million a year just on
Medicare Part B physician and supplier services by using state of the art
commercial software to eliminate abusive and fraudulent billing practices.
Commercial insurers using this software typically save 5 to 10 percent.
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Managed Care

Managed, care options should be made available to Medicare beneficiaries within the
context of the Medicare program on a voluntary basis as long as federal standards,
safeguards and appeals rights are assured. Many health care consumers do not have the
expertise to ]ud'ge their own health care re?‘l.eltlrements and the refative risks of cost sa
choices. Health care is not a typical market commodity because it involves

knowledge beyond that of many consumers. Often medical care is not optional because
basic survival is at stake and as a result people do not have the luxuty of shopping around
for care. Citizens need the protection of some basic cost and quality controls, as they do
with necessary utilities. For this reason, the National Comrhittee has endorsed H.R. 1707,
the Medicare Beneficiary Protection Amendments of 1995. Consumer gfeguards are a
critical component of any legislation which Increases the use of managed care by
Medicare beneficiaries. . .

« Some senjors prefer managed care arrangements due to more comprehensive
coverage and/or lower out of pocket costs. Beneficlaries should not be required to
join managed care plans and should have the option to seek care outside the plan
when special expertise is needed. ‘

. Exzeaadons that managed care will lower spending may be unrealistic. Adequate

risk adjusters are not yet developed to insure that Medicare does not pay too much
for healthier beneficiarles who choose managed care. An exqoanslon of managed
care options could actually increase overall costs if healthier, lower cost
beneficiaries choose managed care and sicker beneficiaries remain In fee for
service Medicare.

» Quality managed care plans coupled with consumer education about managed care
could increase participation of Medicare beneficlaries and reduce costs over time.

Mesdns Testing

Subsidies for low income beneficiaries make sense, but income-based premiums do not.
Medicare is not a welfare program. Means testing the Medicare part B premium would
undermine broad based support for Medicare. If the concern Is that Medicare is not
progressive enoufh. Congress has already acted to make Medicare more progressive by
raising the taxable wage base for Medicare payroll taxes in 1990 to $125,000 and |
eliminating the wage base anoﬁether in 1993. In the long run, the Medicare Part B
subsidy for upper income beneficiaries will be more than made up by Medicare Part A taxes
In excess of Part A benefits, according to a studg bx Lewin-VHI commissioned by the
National Committee. Financing the so-called subsidy through income taxes falls most
heavily on upper income taxpayers.

Vouchers and Medical Savings Accounts

One of the most serious threats to the in of Medicare is the idea of vouchers. Policy
makers extol the virtue of consumer controlled health care, even though consumers would
lose the more substantial bargalning power of the government. Consumer control would
be meaningless if Congress slowly reduces the purchasing power of the voucher. Under
the budget resolution, most savings are in the two years and would require a cap on
voucher amounts far below the cost of private policies. It is a bad b: for senlors to
trade in the universal, guaranteed coverage under Medicare for the risks and high costs in
the private insurance market.

Innocuous sounding proposals to make vouchers available for medical savings accounts
on an o%donal basis are really the worst of both worlds. They would appeal to the
healthy but leave the more expensive beneficiaries in Medicare. This very predictable
*adverse selection" makes many proposals actuarially unsound and would undermine
Medicare, making it more costly.

Potential Savings

The National Committee can support careful and equitable efforts to restrain health care
inflation neces: to secure Medicare's Jong-term stabllity. We recognize the need to
look for reasonable savings to slow the growth of Medicare in the short-term. Some
short-term and long-term Fro that the National Committee has endorsed or would
consider as part of an equitable proposal are listed below. If all these Iroposal are ado,

it would save over $150 billion in the Medicare Part A trust fund and slow the gr In
Medicare Part B spending.

¢ In the recent budget, the President proposed to save $10 billion over five years by
ng permanent several temporary provisions in current law, indudﬂ? setting
Part B program premiums at 25 percent. Other provisions included extending
Medicare secon: payer provisions and permanently lowering payments to home
health agencies and nursing homes. These “extenders* were adopted by the Ways
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and Means Committee but the revenue was not used for deficit reduction or to shore
up the Part A Medicare trust fund. Instead, the savings were diverted to help for
tax cuts. The National Committee believes that these savings should be to
strengthen Medicare.

» The National Committee supports the extension of Medicare coverage to include
state and local sovemment employees not now covered. This would not only raise
$7 billion over five years, but it would also extend Medicare coverage and Insure
that all future Medlicare beneficiaries contribute toward Medicare.

¢ Increasing the tobacco tax to $2 per pack will generate $15 billion a year for
Medicare Part A in addition to $1.5 billion for medical research. (H.R. 1455)

¢ A reevaluation of Medicare payments for hospital capital costs and professional
education could reasonably save between $7 billion and $23 billion over five
years.

¢ Formula driven overgaﬁrments to hospitals for outpatient surgery and mdlology also
can be reduced $20 bitlion over five years according to a recent HHS study, but
these savings should be used to offset the cost of reduclr;ﬁ beneficiary co-
payments, which averaged 43 percent of total payments rather than 20 percent in
1993.

¢ Stricter utilization review and streamlining of Medicare administrative costs,
including combining Part A and Part B.

s Increasing the eligibility age for Medicare by tying it to eligibility for Soclal
Security w?ll create savings %eginnlng in 2003. This is also supported by the
AMA.

Conclusion

Medicare provides valuable insurance protection to millions of entitled seniors and
disabled individuals, insurance that would be difficult for many to obtain in the private
market. The problems in the health care system in this country must be addressed, but
attempting to abruptly dismantie Medicare will not solve the problem. We must continue to
improve and refine Medicare as we search for a resolution to this nation's overall health
care dilemma. The Natlonal Committee is committed to finding solutions whl:threserve
Medicare as a universal, comprehensive federal health care program for alt entitled senior
and disabled Americans.
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Chairman THOMAS. Thank you very much, Ms. McSteen.
Dr. Braun, it is nice to have you back again.

STATEMENT OF BEATRICE S. BRAUN, M.D.,, MEMBER, BOARD
OF DIRECTORS, AMERICAN ASSOCIATION OF RETIRED
PERSONS

Dr. BRAUN. Thank you, Mr. Chairman.

Members of the Subcommittee, I am Beatrice Braun from Spring
Hill, Florida. I am a member of the Board of Directors for AARP,
the American Association of Retired Persons. I appreciate the op-
portunity to testify today on the future of the Medicare Program.

For three decades, Medicare has protected the economic security
of older and disabled Americans by assuring them access to afford-
able quality health care. AARP is committed to maintaining and
strengthening Medicare for current and future beneficiaries, but
the status quo is no longer acceptable.

Unless adjustments are made in the Medicare Part A Hospital
Insurance Trust Fund, as we have heard so often this morning, it
will be completed in 7 years. Moreover, Medicare may be able to
benefit from some of the innovations in the private market. But
changes to Medicare must be made cautiously and carefully. The
goal of changing Medicare must be to strengthen the program, not
simply to reach artificial budgetary targets.

The $270 billion in Medicare spending reductions in the budget
resolution is excessive. It is beyond what the program can absorb
without jeopardizing quality and access, and beyond what is nec-
essary to keep the Hospital Insurance Trust Fund solvent for the
next 10 years. In short, it is too much to fast.

Spending reductions of this magnitude will fall heavily on bene-
ficiaries. If we assume that one-half of the required spending re-
ductions would come directly from beneficiaries, $3,400 would be
added over 7 years in premiums, deductibles and coinsurance to an
already extraordinary—by a percentage with other sectors of the
population—out-of-pocket burden.

Let me now turn my attention to Medicare reform. AARP be-
lieves that Congress should address Medicare solvency issues in a
two-stage process. First, assuring solvency of part A for the next
decade, and then proceeding on a separate track to deal with the
longer term financial stability of the program.

As we begin this process, it is important to understand what the
public needs and wants from Medicare reform. Like you, we devote
a great deal of time and effort in trying to understand these views
and have included a number of findings in our written statement.

In order to guarantee Americans a Medicare Program that meets
their needs, changes to Medicare will be necessary. However, these
changes should be accomplished in carefully designed increments.
One of the important lessons of last year’s health care reform de-
bate is that the Congress should not try to make all decisions and
steps required to change the Medicare Program for the coming
years in 1 year.

There are a number of reform options now being talked about
that bear careful scrutiny. These include vouchers, managed care,
medical savings accounts, and changing Medicare’s eligibility age.
We raise a number of questions in our written statement about
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how these kinds of approaches would work for Medicare, and we
do not think there are answers to all of those questions yet.

While structural changes in Medicare can and should be a part
of the program’s future, some of the changes under consideration
pose potential hazards to beneficiaries and the actuarial soundness
of the program.

Looking ahead just a few years, it seems legitimate to question
whether Medicare can in fact provide the standard benefits for the
amount that will be paid. Fundamentally, a question that we all
face today is whether in the future the Medicare Program will con-
tinue to provide a health care plan on which older and disabled
Americans can rely.

Older Americans rely on Medicare as their health care plan, but
they also view it as the cornerstone of their financial security. If
in the future the program no longer pays for the costs of needed
health care and these costs are simply shifted on to beneficiaries,
all the structural reforms that may have succeeded in lowering the
Federal Government’s costs will not have achieved the goal of pro-
viding quality affordable care smarter and more efficiently than we
do today.

Mr. Chairman, all of us share in the desire for a strong and via-
ble Medicare Program now and in the future. The program does
need to be modernized and its financial stability does need to be
strengthened. The time to start is this year, and the way to start
is to make some specific incremental changes.

We look forward to working with you and other Members of Con-
gress in that effort.

Thank you.

[The prepared statement and attachments follow:]
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STATEMENT OF BEATRICE BRAl'JN
MEMBER, BOARD OF DIRECTORS
AMERICAN ASSOCIATION OF RETIRED PERSONS

Mr. Chairman and members of the Committee, I am Beatrice Braun from Spring Hill,
Florida. I am a member of the Board of Directors for the American Association of
Retired Persons (AARP). I appreciate the opportunity to testify today on the future of
the Medicare program.

As we celebrate the 30th anniversary of Medicare, it is appropriate to consider the
valuable contributions this program has made. For three decades, Medicare has
protected the economic security of older and disabled Americans by assuring them
access to affordable, quality health care. For the 37 million beneficiaries and their
families, Medicare is not just a policy, budget or political issue -- it is the health
insurance program upon which they depend Recent research conducted for AARP by
DYG, Inc. found that:

e Medicare, like Social Security, is viewed as a linchpin of economic security:
87 percent of the public -- across all ages — says Medicare is vital to the
financial security of older Americans so they are not dependent on their
children or families.

o The support for Medicare extends across generations -- nine out of ten
Americans under the age of 65 (including 87 percent of those age 18 to 29)
want Medicare to be there when they retire.

AARP is committed to maintaining and strengthening the Medicare program for current
and future beneficiaries. The status quo is no longer acceptable. The rate of growth
in the program is not sustainable. Moreover, Medicare may be able to adopt some of
the innovations occurring in other parts of the healthcare system, including the private
health care market But changes to Medlcare must be made cauuously and carefully

Otherwxse. we nsk hclghtenmg lhe fears of
beneficiaries and their famihes that their health insurance plan is at risk — a fear that
could make real and lasting reform even more difficult in the future.

Trust Fund Saolvency

A key issue for Medicare is the financial viability of the Part A Trust Fund. While last
year's health care reform debate did not focus explicitly on this topic, we recognized
that system-wide cost containment would have strengthened Medicare’s financial
stability. In the absence of such reform, we believe that Congress should address the
solvency issue in a two-stage process -- assuring solvency for the next decade, then
proceeding on a separate track to deal with the longer-term financial stability of the
program.

The first stage - assuring solvency in the program for the next ten years -- would
return Medicare to its historic average term for solvency as reported in the annual
Trustees’ Report (See Chart I). Congress has always kept the HI Trust Fund with
about 7-10 years of projected financing, and there is no need to go beyond that this
year. Part A savings of about $110 billion over the next seven years would improve
the near-term status of the fund by delaying the date when the program has to begin
dipping into reserves, and extend the life of the fund through 2005 -- a decade from
now.

Extending the near-term solvency of the Trust Fund would provide sufficient time for
Congress to move to the second stage - crafting the best policy options for longer-term
financial stability. This stage is by far the more difficult because we must deal with the
financing and health delivery issues related to the retirement of the “baby boom”
generation in the years following 2010.
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While Congress can and should begin to consider these longer-term policy options this
year, final decisions about such changes should not be made in haste. It will take time
to consider options fully and to evaluate their impact on beneficiaries and providers.

. X ! . . i . ioq to
minimize the risks for the program and the anxieties of those who depend on it. At this
point, there are many unanswered questions about reform options and the potential
risks for Medicare are enormous.

Medi 1 the Budget Resoluti

AARP believes that Medicare should play a role in reducing the federal budget deficit.
Our members want a strong economy for their children and grandchildren. The
Association is committed to working with Congress to determine the appropriate level
of Medicare savings and to determine what policy changes might best achieve this goal.
However, the $270 billion in Medicare spending reductions in the Budget Resolution is
excessive. It is beyond what the program can absorb without jeopardizing quality and
access and beyond what is necessary to keep the HI Trust Fund solvent for the next ten
years. It jeopardizes chances for reforms that assure affordable health care for older
and disabled Americans over the long-term. In short, it is too much, too fast.

The Budget Resolution proposes to achieve nearly half of its deficit reduction over the
next seven years out of Medicare and Medicaid. In both programs these are the largest
cuts ever proposed. The $270 billion Medicare reductions are about 22 percent below
what CBO projects the current program would cost in the year 2002 and about 16
percent below CBO projections for spending over the seven year period 1996-2002.
This is excessive by any definition of a “fair share” allocation of budget savings.

Regardless of whether these proposals are called “reducing the rate of Medicare
growth™ or “cutting” the program, the outcome is the same — higher cost-sharing for
Medicare beneficiaries and lower reimbursements for providers. When the specific
policies needed to reach budget targets are examined, it becomes apparent that the
magnitude of the Medicare savings is neither fair nor equitable — nor is it in the best
interests of Medicare reform. In addition, the combined Medicare and Medicaid
reductions are so large -- over $450 billion -- that if enacted, they will have pegative
impacts on the entire health care system.

An increase in beneficiary payments would come on top of the already heavy out-of-
pocket obligations beneficiaries face today for health costs. Older Americans currently
pay about 21 percent of their household income on health care expenses, compared
with 8 percent for Americans under age 65 -- yet older Americans’ median household
income is roughly half that of those under 65 (See Chart 2). This year, elderly
beneficiaries will pay, on average, $2,750 out-of-pocket for Medicare premiums,
deductibles, copayments, Medigap premiums, and uncovered services like prescription
drugs. This does not include the additional costs beneficiaries face for nursing home
care and some other long-term care.

Based on the assumption that increases in beneficiary payments constitute haif of the
$270 billion in savings required under the Budget Resolution, the increased costs for
the average Medicare beneficiary would be $3,400 over the next seven years. Several
options have been suggested this year to increase beneficiary out-of-pocket expenses to
cover half the savings required in the Resolution. These include:

A New 20 Percent Medicare Home Health Coinsurance: For a beneficiary to qualify
for Medicare home health coverage, a physician must certify that the care is medically
necessary and that the client is homebound and in need of only intermittent or part-time
skilled care (skilled nursing or therapy). In 1996, about 3.8 million Medicare
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beneficiaries will use home health benefits. Approximately two-thirds of Medicare
home health users are women; almost two-thirds are over age 75. Under current law,
there is no coinsurance for persons who use Medicare home health services. This is
intended to encourage the use of more effective, less costly non-institutional services.
Some argue that because there is no coinsurance utilization is higher - beneficiaries
allegedly have no disincentive to deter usage. But this view ignores both the purpose
of home health’s zero copay and the basis on which beneficiaries find themselves using
the service.

additional $900 in 1996 and almost $1.200 out-of-pocket in 2002. The veﬂ! fl'aﬂ
individuals who need and use home health care the most, over 700,000 Medicare
beneficiaries in 2002, would pay an annual coinsurance of over $3,800 in that year.

Imposing a new out-of-pocket payment would be a "sick tax" on the most frail and
vulncrable clderly and dnsabled Amencans those: who can least afford it. AlmDsLSQ

wh.lch means many bencﬁcxanes would lose access to thcse mcessary services.

Since physicians are responsible for determining eligibility for Medicare home health
coverage, a new beneficiary coinsurance is not an effective method for controlling
potential inappropriate utilization.

In fact, a 20 percent coinsurance could act as a deterrent to appropriate utilization. The
rate of growth in home bealth care has exceeded most other Medicare benefits.
However, we believe there are legitimate reasons for much of this growth and that
overutilization by beneficiaries is not a factor. In our view, the evidence shows that
growth rates are due, in large part, to court-ordered clarifications of coverage rules that
previously had been very ambiguous and overly restrictive. This had caused artificial
and illegal constraints on the availability of services for beneficiaries. Beginning in
1989, the issuance of new intermediary coverage rules responded to pent-up demand
and increased the number of meritorious claims submitted for Medicare coverage.

If there is abuse of this benefit, then we must address it; but we should act based on
sound diagnosis rather than symptoms. For instance, the data on home health does
suggest some unaccounted for variations in utilization by region which is a legitimate
reason for concern. However, imposing a 20 percent coinsurance does not address this
problem and could create an overly restrictive environment similar to that which
existed in the mid-1980s.

In addition, anticipated reductions and changes in the Medicaid program make it
increasingly questionable whether Medicaid will continue to be required to pay for
Qualified Medicare Beneficiaries (QMBs) -- leaving more bepeficiaries vulnerable.

A Higher Medicare Part B Premium: Currently, the Part B premium is intended to
approximate 25 percent of Part B costs; the remainder of Part B program costs is paid
from general revenues. In 1995, the premium is $46.10 per month, $553.20 annually.
It is estimated to grow to $60.80 per month, $729.60 annually, by 2002. The premium
is deducted from most beneficiaries’ Social Security checks.

To protect beneficiaries from some of the impact of health care costs that have
historically risen 2 to 3 times faster than the Social Security COLA, Congress has set
the Part B premium to equal or approximate 25 percent of program costs since 1982.
In 1990, Congress set the premiums in actual dollar amounts -- intended to achieve a
25 percent ratio. Since 1990, Medicare Part B costs have actually risen more slowly
than projected -- hence the premiums have come to cover 31 percent of Part B costs in
1995, even though they were intended to pay for 25 percent.
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To achieve savings required in the Budget Resolution, some have proposed increasing
the premium to 31 percent of Part B program costs. This could substantially increase
the Part B premium over time, thereby shifting higher health care costs to Medicare
beneficiaries. Under this proposal, the premium could jump to roughly $97.70 per
month, or $1172.40 annually by 2002. That is $442.80 more than the beneficiary
would pay under current law. Over the next 7 years, most Medicare beneficiaries
would pay an estimated additional $1,590 for the Part B premium alone.

An Increase in the Medicare Part B Deductible to $150, Indexed to Part B
Program Costs: Each year, all Part B enrollees pay the first $100 in approved charges
for Part B services. This annual Part B deductible is not indexed. Roughly 80 percent
of Part B enrollees meet the Part B deductible.

Increasing the Part B deductible from $100 to $150 would present a significant barrier
to access for lower income beneficiaries. Moreover, anticipated reductions and
changes to the Medicaid program make it questionable whether Medicaid would pay the
additional costs for low-income individuals under the QMB program. Indeed, states
have been reluctant, at best, to carry out their responsibility under the QMB program.

Indexing the deductible would increase out-of-pocket costs for the average Medicare
beneficiary for each succeeding year. If the Medicare spending reductions in the
Budget Resolution are divided equally between providers and beneficiaries, the
deductible could grow from $100 today to $270 by 2002 (increasing from $100 to $150
annually, plus indexing to program costs). The total increase in the deductible over the
7 year period would be $384 per beneficiary. Beneficiaries with Medigap plans
covering the Part B deductible would not be immune to the increased out-of-pocket
costs, since Medigap premiums would almost certainly increase to cover the cost of the
higher deductible.

A New 20 Percent Coinsurance for Medicare Skilled Nursing Facility (SNF) Care:
Under current law, beneficiaries are eligible to receive up to 100 days of Medicare-
covered skilled nursing facility (SNF) services following at least three consecutive days
in a hospital. Typical diagnoses for SNF users are hip fracture and stroke. No
coinsurance is imposed for the first 20 days of covered care. For days 21-100,
beneficiaries must pay $89.50 per day in 1995 (one-eighth of the Part A Hospital
deductible). In some cases, this amount has exceeded the cost of care per day. To our
knowledge, this formula can result in one of the highest coinsurance percentages of any
federal health program. Rather than looking for ways to get more money from
beneficiaries using SNF services, the formula should be reviewed with the objective of
making it more rational on policy grounds.

We have concerns about imposing a coinsurance amount during the initial 20 days of
care because the average length of coverage is only about 30 days. Lower-income
beneficiaries wil! not be able to afford the coinsurance and may be depied access to
neceded rehabilitative services in a SNF. This is particularly true if the proposal to cap
and block grant the Medicaid program is enacted, because it could seriously jeopardize
the only low-income protection available under current law — including the Qualified
Medicare Beneficiary (QMB) program. Without this help in paying for SNF
coinsurance, many seriously ill low-income Medicare beneficiaries might not be able to
get the rehabilitation they need, and could end up spending additional days in the
hospital or needing to be readmitted to the hospital.

A New 20 Percent Coinsurance for Medicare Laboratory Services: Currently,
Medicare beneficiaries do not pay a coinsurance for laboratory services. Labs are paid
on the basis of a fee schedule and are-required to accept Medicare payments as full
payment. Since physicians order laboratory tests — not beneficiaries — a 20 percent
coinsurance would shift onto beneficiaries costs for services over which they have no
control. In addition, the low cost of most fab tests makes imposing and coflecting a
coinsurance administratively burdensome.
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A New Income-Related Premium for Higher Income Medicare Beneficiaries:

To achieve the savings required in the Budget Resolution, Congress could impose a
new, income-related premium for higher-income beneficiaries. Some have proposed
setting the thresholds at $125,000 for singles and $150,000 for couples. Others have
suggested setting these thresholds as low as $50,000 for a single person.

At the highest income categories, beneficiaries could pay 100 percent of Part B costs.
If the income thresholds for the proposed high-income premium are not indexed, each
year a greater percentage of Medicare beneficiaries would be required to pay the new,
higher premium. In the future, Congress could simply choose to lower the income
threshold, thereby increasing revenues, and affecting more beneficiaries.

At the same time that an income-related premium would be imposed on Medicare
beneficiaries, federal subsidies for health care costs for those under age 65 would
continue, regardless of an individual’s income. These subsidies come in the form of
the tax deduction for employer-provided health insurance and the exclusion of health
benefits from individual taxes.

As a result of the savings target under the Budget Resolution, Congress could impose
higher health costs on higher-income older Americans but would continue federal
subsidies for corporate executives, middle-aged millionaires, and Members of Congress
with incomes substantially higher than any Medicare threshold. A recent Price
Waterhouse analysis estimated that reducing federal subsidies for higher-income
individuals under age 65 in the same manner as for Medicare beneficiaries - using the
same income thresholds suggested in the February, 1995 Joint Committee on Taxation
analysis (850,00 for singles and $100,000 for couples) -- would result in federal budget
savings that are three and half times as large as the Medicare income-related premium
savings.

Balance Billing: Beyond the direct impact of higher premiums, deductibles, and
coinsurance, we are alarmed by prospects for more “balance billing.” This subtle but
very significant change could occur at three levels:

e some in the physician community have proposed allowing more “balance
billing” so they are able to charge beneficiaries additional amounts over and
above Medicare payments;

s as health plan choices are expanded, some health plans could seck the option
to allow providers within the plan to balance bill beneficiaries amounts in
addition to the health plan payment.

e as payments to private health plans are ratcheted down in the various budget
scenarios, those plans will accept the “cuts” but insist on the right to charge
beneficiaries higher premiums and/or copays; and

Allowing balance billing flies in the face of shared sacrifice. While these mechanisms
may slow the rate of growth that the Congress is focused on -- the growth in Medicare
spending - they would only accelerate out-of-pocket spending by beneficiaries, shifting
considerable costs rather than containing them. AARP believes that the objective of
any reductions in Medicare spending shouid be to control health care costs, not simply
shift them onto beneficiaries.

What Older Americans Need from Medicare Ref

As the Committee begins to address broader reform of the Medicare program, it is
important to understand what the public, including older Americans, needs and wants
from Medicare reform. Like you, AARP devotes a great deal of time and effort to
trying to understand these views, and would suggest the following:
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o As noted earlier from the DYG research, Americans vaive the financial security
offered by the Medicare program — and they will want to know whether, and to
what extent, changes in the program affect their financial security.

¢ Americans want to know whether they will be able to depend on Medicare’s
protection or whether Medicare’s “contribution” to their health care costs will
diminish over time.

e The DYG study also suggests that Americans maintain a healthy skepticism about
the elderly being thrust into the private health insurance market. Only 22 percent
believe it very or somewhat likely that health insurers would sell insurance that is
equal to Medicare to the elderly, and only 24 percent believe it very or somewhat
likely that the elderly could afford private health insurance.

e As noted earlier, Americans of all ages want an affordable Medicare plan available
when they retire — not just one that shifts costs. There is strong intergenerational

support, not tension, for Medicare.

e Americans want incentives -- not penalties -- to encourage the use of fewer and less
expensive services, and they want affordable fee-for-service options for those
beneficiaries who choose or have no option but to remain in it.

Broader Medicare Reforms

In order to guarantee Americans a Medicare program that meets these needs, changes
to Medicare will be necessary. However, these changes should be accomplished in
carefully designed increments. One of the important lessons of the recent health care
reform debate is that the Congress should not try to settle in one year all of the
decisions and steps required to change the Medicare program for the coming years.

To reiterate the point made earlier in this testimony, we believe that the Congress must
undertake changes to Medicare in at least two stages. First, to assure solvency for the
next ten years, Congress should adopt specific changes this year. Then, after a
thorough public debate, Congress should move in the next few years to adopt policies
that will address the program’s longer-term financial stability. Such a two-step
approach need not and should not be a source of delay. Rather, it should and must be a
means to involve the public.

A case in point are the successes that have been attributed to large private sector
purchasers of health benefits. It will be important to examine the strategies that have
led to claims of cost reductions and more efficient service delivery in the private sector
and to incorporate some of those approaches into Medicare as appropriate. But as
many representatives of the private sector stated before Congress earlier this year, the
most successful changes in the health care plans of some of the nation’s major
corporations have occurred because they were undertaken slowly, carefully and with
considerable input from those directly affected by the changes. We urge you to
carefully examine how well private sector approaches are working and which lessons
apply to Medicare beneficiaries. For instance, is the recent slowing in the rate of
growth attributable to real cost containment or merely a reaction to last year’s health
care reform debate? Have these approaches been truly tesied in the private market?
Do private sector approaches apply to the unique characteristics of Medicare
beneficiaries?

There are number of “reform options”™ now being talked about that bear careful
scrutiny. These include:

Vouchers: There is a lot of discussion of “vouchers” -- a term that appears to have a
variety of different meanings at this point. It will be important to clarify what is meant
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by a voucher program. For some, it implies that Medicare makes contributions to
health plans that have been approved by Medicare on behalf of beneficiaries, much like
an employer-sponsored plan. For others, it implies that Medicare provides a “chit” to
beneficiaries to use in purchasing any health plan from private insurance companies.

It is useful to be precise in assessing what is really going on in the private market,
because it does not appear to us that many large purchasers are providing open-ended
vouchers. Rather, they are dealing with and rigorously screening and negotiating with
health plans on behalf of their employees, who then make a choice among those plans.
If this is the case:

«  Will Medicare, like the typical large purchaser, perform that aggressive purchasing
function?

e What guarantees will health plans give that they won’t simply charge beneficiaries
higher and higher premiums for coverage?

s How will the Medicare payment amount be set? How will it be linked to the
benefit package to assure that it is sufficient to cover the already limited Medicare
benefit package?

s Will specific insurance reforms be enacted to assure that all beneficiaries —
especially those who are older and sicker — actually obtain coverage and benefits?
will payment be risk-adjusted? Will beneficiaries be able to change plans
regardless of their health status? Will premiums be community-rated? If not, will
they vary by age/ gender/health status? Will all insurers guarantee issue and
renewal?

o What marketing and enrollment standards and mechanisms will be set? Will
Medicare be allowed to manage that process carefully, as do many other large
purchasers of care?

¢ How will beneficiaries with low incomes be protected from higher premiums and
copayments, especially in the context of Medicaid reform?

o What quality, access, solvency standards and beneficiary protections, such as
appeals, will be set and enforced for health plans seeking to offer benefits?

Managed care: There is a clear movement to managed care in the private market, and
a great deal of discussion of adopting more managed care approaches within Medicare.
AARP has supported - and continues to support -- assuring a choice for beneficiaries
that includes health maintenance organizations (HMOs) and other proven managed care
entities along with traditional fee-for-service. Genuine choice is critical — particularly
for older Americans who have forged long-standing relationships with physicians on
whom they have come to depend for their health care. Financial barriers which force a
beneficiary to sever their physician-patient relationships are not acceptable.

Once again, there are questions — many of them similar to questions that arise about
vouchers -- about how to proceed:

¢  What will be done to “encourage” enrollment in managed care? Will beneficiaries
have to pay more to stay in the traditional Medicare fee-for-service program? Will
premiums be increased? Deductibles and coinsurance?

o Will the current AAPCC payment method be changed?

e Will managed care plans have to meet the current health plan quality and solvency
standards? Which ones? Will plans be required to maintain the current policy of
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eliminating deductibles and limiting coinsurance, or will managed care simply be
another way to cost shift through cost sharing?

Medical Savings Accounts: Medical savings accounts (MSAs) coupled with high
deductible plans have been suggested as one of the Medicare options that should be
incorporated into a Medicare choice model. This is a difficult approach to assess,
because it has not been used very much by the large, sophisticated purchasers of health
care in the private market that are the presumed model for reform. In fact, many are
concerned about the actuarial implications of the potential for adverse selection if
individuals are offered MSA benefit options, that appear to operate to the relative
financial advantage of the healthy and to the relative financial disadvantage of the sick.
As a result, broadly inclusive insurance risk pools could be endangered, reversing
standard insurance principles. Therefore, we believe it is particularly important to
address a number of issues central to an MSA approach:

e  What is the MSA model, and where and how has it proved workable? How can we
assure Medicare beneficiaries that they, and the actuarial stability of the program,
will not be the subject of a multi-billion dollar social experiment?

¢ How will the deductible be set? How much Medicare will contribute toward the
MSA amount?

* How will the catastrophic plan that insures for costs above the deductible be
structured? Would traditional fee-for-service Medicare remain an option for
beneficiaries? Will other options resemble the voucher approach? Will the
catastrophic plan pay for the full cost of needed services above the deductibles,
without regard to the type of plan a beneficiary chooses?

o For plans that cover costs in excess of the deductible, will there be risk-adjusted
differences in payments (much like Medicare would risk adjust payments to health
plans under the AAPCC)?

o For plans that cover any services, whether they be under or over the deductible
amount of the MSA, what rules will apply for health plans and providers? Will
they be able to charge anything they want? Is the beneficiary giving up all of
Medicare’s payment and balance billing protections?

o Given today’s concern about the viability of the trust fund, how do we protect the
program against the severe selection problems and threat to the risk pool that could
arise under a choice model that includes a high-deductible, MSA plan?

Changing the eligibility age for Medicare: It has been suggested that Medicare's age
of eligibility be increased to track the increase in Social Security eligibility for full
benefits. This seeming parallel does not take into account that Social Security’s age of
eligibility for early retirement benefits remains age 62. Already the average retirement
age is 62 and many older Americans in their late 50s and early 60s face growing
problems of access to, or cost of, health insurance. If Medicare’s eligibility age is
increased, this problem will worsen. In addition, it creates a disincentive for
employers to hire or maintain older workers because of the added expense of providing
health care coverage for a few additional years.

o Will the changes be linked to eligibility for Social Security? Will there be a smaller
package or early retiree benefits similar to the Social Security policy?

o Will employers pick up the cost for the extra years of coverage for those in retiree
health plans? What is the cost of that provision for employers? :

» Will private insurers be required to sell health benefits to those elderly individuals
who are not covered under employer plans but are not yet eligible for Medicare?
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Benefits: Finally, if we are to make Medicare more like the typical health plans
operating in the private market, we need to confront the reality that the Medicare
benefits fall far short of the benefits typical of the plans offered by the large
purchasers. For example, prescription drugs and preventive services common to health
insurance coverage for those under 65 are lacking in Medicare. Is the Congress going
. to proceed to truly modernize Medicare -- even in areas where benefits should be
increased? How will such benefit improvements be funded in light of the budget
targets?

S LCH in Medi 1 the Bud

While structural changes in Medicare can and should be part of the program’s future,
many of the changes under consideration pose hazards to beneficiaries — present and
future. This is particularly true when proposals are viewed in the light of the
extraordinary targets set in the current Budget Resolution. Looking ahead just a few
years it seems legitimate to question whether Medicare can, in fact, provide its
standard benefits (whether in traditional fee-for-service, voucher, managed care or
MSA plus catastrophic coverage plans ) for the amount the program will pay.
Fundamentally, a question that we all face today is whether in the future the Medicare
program will continue to provide a health care plan on which older and disabled
Americans can rely.

Older Americans rely on Medicare as their health care plan, but they also view it as a
cornerstone of their financial security. If, in the future, the program no longer pays for
the costs of needed health care, and these costs are simply shifted onto beneficiaries, all
the structural “reforms” may have succeeded in lowering the federal government’s
costs, but they will not have achieved the goal of providing quality, affordable care
smarter and more efficiently than we do today.

Mr. Chairman, all of us share in the desire for strong and viable Medicare program,
now and in the future. The program does need to be modernized, and its financial
stability does need to be strengthened. The time to start is this year; and the way to
start is to make specific, incremental changes. We look forward to working with you
and other Members of Congress in that effort.
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Chairman THOMAS. Thank you very much, Dr. Braun. I thank
the panel.

Does the gentlewoman from Connecticut wish to inquire?

Mrs. JOHNSON. Thank you.

I thank the panel for their input. I am pleased to be part of a
Subcommittee and of a Congress that is confronting the seriousness
of the crisis in Medicare. As a Member of this Subcommittee, we
heard that testimony 2% years ago. We heard that testimony 4%z
years ago. We would have been in a far better position to solve
these problems had we been willing to start earlier, and we were
not willing to start earlier. So we do have a very serious problem
now.

I also want to put on the record that there is not any disagree-
ment about how we can save $180 to about $200 billion over 7
years. It is basically the last $50 or $60 billion over 7 years that
is difficult and that we need your help on and we need to listen
to you on, so that we can do that constructively. It is a program
that spends $180 billion a year. The $50 billion over 7 years is
something that I think, if we work well, we can do it together.

I would say, Dr. Braun, that your comments on the issue of co-
payments for home care are very well taken. As an example of
what working together can accomplish, I would have to say that
the home care industry is also conscious of how, as home care ex-
penditures are rising, fraud is developing. They will tell you that
themselves. They have offered us some very constructive sugges-
tions about how we can do this right. That is the direction that
many of us are thinking, and any input you have on that I would
appreciate.

I want to ask you three or four short questions that come out of
my conversations with seniors in my district through my senior cit-
izen centers and town meetings and things like that.

First of all, one of them suggested, and everyone else agreed,
that seniors who smoke ought to pay a different premium than sen-
iors who do not smoke. Yes or no?

Dr. BrRAUN. I think that is an interesting concept. I wonder
whether administratively it would be worth going into, but I must
say it is an interesting concept that we ought to think about.

Mrs. JOHNSON. Well, it is one I do want to think about, because
I think it has some merit, but it is not easy.

The second thing that they propose is that they be a part of the
fraud team.

Dr. BRAUN. I think that is very important, very important.

Mrs. JOHNSON. We have never done that. In fact, one of my frus-
trations as a Member of Congress is that I have had seniors come
to me with concrete evidence, and I have not been able to get the
government, because no government in Washington can possibly
deal at that level to go after concrete evidence of overbilling and
of fraud and abuse.

So I think helping to develop an instrument through which sen-
iors themselves can say this was not a service delivered and that
they can get some benefit, be part of the winning team when we
save that money would be an important contribution to a reformed
Medicare Program.

Dr. BrRaUN. I would agree.
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Mrs. JOHNSON. You have no objection to that, I assume.

The other thing that they keep saying to me over and over again
is, Look, higher income earners pay more because we have lifted
the cap on income. I did not initiate this, but they say it to me and
I have now run for office five times on the position that higher-in-
come seniors ought to carry more of their part B premium costs,
because that is paid 75 percent by the taxpayers.

I do not have any problem with that. My seniors do not have any
problem with that. That is one way we can strengthen the system
and preserve a strong care giving system for seniors earning
$11,000 and $15,000, and so on and so forth. Do you have any
problem with that?

Dr. BRAUN. I think that is something that certainly needs to
come into this discussion. But I would say, Congresswoman, that
if we are going to consider that, we also ought to consider the Fed-
eral subsidies to the younger generation who have very high in-
comes and whose health costs are tax exempt. I think high-income
individuals across the board should be considered if we are think-
ing of income relating Medicare part B. But I certainly think that
is one of the considerations.

Mrs. JOHNSON. We do, of course, take into account income. The
high earners pay more into Medicare.

Dr. BRAUN. You are right, that is one place that Medicare is al-
ready income related in the sense that higher income individuals
are paying more into the program. But the fact that those under
65, even if they are a millionaire and have a very fancy health care
benefits package, have health care benefits that are totally tax ex-
empt. That is money that the Federal Government is not getting,
and that is really a Federal subsidy to wealthy people. So maybe
we should be considering that, if we are going to consider income
relating Medicare.

Ni‘rs. JOHNSON. That is an interesting concept, Dr. Braun, and
useful.

I thank the panel for your comments today.

Chairman THOMAS. I thank the gentlelady.

The gentleman from California.

Mr. STARK. Thank you, Mr. Chairman.

I thank the panel for their testimony. I think it is important to
remind the seniors—and I hope you will all respond to those mem-
bers in your organization—that, however you classify these $270
billion in cuts, ostensibly the Republicans will tell you it is to save
Medicare. They do not want us to talk about saving Social Security,
because they remember that the seniors will recall that.

They will not tell us how many years that check is going to be
good for. Save it for 2 years, 4 years? I do not know what their goal
is. That has not been suggested. But there is a goal to give a mas-
sive $285 billion tax cut to the very richest. They talk about bal-
ancing the budget in 7 years and cutting $270 billion out of Medi-
care in 7 years. You begin to think that maybe there is some rela-
tionship here.

Are they cutting $270 billion out of Medicare to pay for the $285
billion tax cut to the richest 1 percent of the people in this country?
I would suspect so.
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Now, it is interesting to note that there is a clarion c¢z'l for us
to march and hurry up to save Medicare. But these same people
who are babbling on about saving Medicare just last year suggested
that—11 of the Republicans on Ways and Means last year said—
and these were far smaller cuts, I might add—that the additional
massive cuts in reimbursement provisions proposed in this bill, it
was a bill we wrote, will reduce the quality of care for the Nation’s
elderly. That was 11 Republicans on this Subcommittee talking
about $160 billion in cuts, and this year they are talking about
$270 billion.

One current Member made the following charge last year, a Re-
publican: “I just don’t believe that quality of care and availability
of care can survive these additional cuts.” They are less cuts than
they are suggesting this year. “And that is the price that is going
to have to be paid to pay for these cuts.” That was last year. This
is this year, with bigger cuts.

Mr. Shaw, who is not here today, made the following indictment:
“The Medicare cuts proposed by the President”—that was last
year—“would devastate the Medicare Program. The Subcommittee
must not approve these destructive Medicare cuts.” Yet, he is sup-
porting much more massive cuts this year.

A Republican Member of the Health Subcommittee this year and
last year commented: “I would love to believe that we could achieve
the level of cuts you have in this bill”—referring to the bill that Mr.
Gephardt and I introduced last year with far fewer cuts. “But,” this
Rerlmblican goes on to say last year, “history tell us that isn’t pos-
sible.”

Now, we would have achieved $168 billion in Medicare savings,
every penny of which would have been redirected to the health care
system, not to tax cuts for the rich. This year, the Republican pro-
posal, these same Republicans who are crying, anguish cries urging
you, are now prepared to reduce Medicare spending by $283 billion
and give all of it to the very richest people in this country, cer-
tainly not the Medicare beneficiaries.

So I hope that you will respond to your Members to let them
know, and not these Johnny-come-latelys who are the mail order
newcomers to this crowd who are basically Republican shills trying
to sell themselves as representatives of the American seniors by
buying out Viguerie and some of those shysters, but I am talking
about respectable representatives of the seniors.

Please let your members know that the Republicans are increas-
ing the cuts by hundreds of millions of dollars and trying to con-
vince the seniors this will save Medicare, when really what it will
do is destroy medical education, destroy care for the poor, destroy
quality of care, restrict their choice. Your members will no longer
be able to go to see the doctor they want to see. The Republican
plan is to herd them into these cattle-car approaches of managed
care where they will be forced to be restricted. So spread the word.
It is important and they should know who is doing this to them.

Chairman THOMAS. The gentleman from Louisiana.

Mr. McCRERY. I thank the Chairman for recognizing me to ask
questions like my colleague from California.

There is one big difference, of course, from last year to this year,
and that is that this year the Republicans are in control, and last
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year Democrats were in control. You certainly did not have a his-
tory that would lead one to believe we could make those kinds of
cuts without gutting the provider community and further damaging
patient-doctor or patient-hospital relationships. So that is a big dif-
ference that exists this year.

We are talking about making fundamental changes for the first
time since 1965 in the Medicare Program, not simply cranking
down the reimbursement rates, which was the modus operandi of
the Democrats in control of this Subcommittee and the Full Com-
mittee and the Congress since 1965.

So there is a big difference. And that seems to be something that
the Minority cannot quite get through its head, that we are talking
about making fundamental changes in the program. They are ac-
customed to looking at everything with blinders on and crunching
numbers and relating everything to the per capita expenditure for
the beneficiary.

What we are talking about for the first time is making changes
in how the care is delivered, how consumers of health care react
to the delivery of health care and the cost of health care, so that
savings will be accomplished. These savings will not necessarily be
in terms of less quality or availability, but savings from fundamen-
tal changes in how we deliver health care in this country and how
it is paid for, not only with the senior community, but, Ms.
McSteen, as you pointed out, we are hopeful to make some changes
in how health care is delivered across the spectrum.

By the way, your testimony was interesting because you alluded
a couple of times to the need to get general health care cost in-
creases down, and I agree with you. But do you not think that has
been occurring in the private sector for the last couple of years, as
the last employer community, for example, has been squeezed?
They have come up with some innovative ways to get their employ-
ees involved in health programs and preventive care and all kinds
of things that are now paying dividends in terms of the health sec-
tor of this country.

So I agree with you, but I think some things that the private sec-
tor has done we now need to do in the Medicare sector of the
health care system, and that is what we are talking about trying
to do. But those things that we are talking about are seemingly for-
eign to the people that have controlled this program for 30 years.
All they want to do is ratchet down the providers, and that is why
many of us, all of us last year said you cannot do it—you cannot
squeeze blood out of that turnip any more, you are going to have
to make fundamental changes, and they were not about to make
fundamental changes. We are.

So I appreciate very much the testimony of each of you. We may
not agree on all the details right now, and we may not agree on
the final product. But at least you have come forward in a spirit
of cooperation and wanting to work with us to arrive at some ap-
proaches to solving the problems that we all now admit are in the
system.

There has been a lot of talk about the budget and the budget res-
olution. I freely admit that I do not believe we can as policymakers,
responsible policymakers, allow any program in the Federal Gov-



92

ernment to increase at 10 to 12 percent every year, especially not
a program as large as Medicare or Medicaid, for that matter.

Yes, I admit, I will just put myself out there and take the criti-
cism, it is partially a budgetary matter, but it is also more impor-
tantly a matter of saving the government’s ability to deliver to sen-
ior citizens at least a level of assurance that they are going to have
health care in their later years. It is about both things, and I am
not afraid to admit it is about both things.

By the way, I have had town meetings, meetings with seniors in
my district, and they agree that the responsible approach is both
to look at the budgetary impact and also the quality of service to
them as senior citizens. I think any American that is concerned
about the future of this country would agree with that.

I thank you all very much.

Chairman THOMAS. Any response to the question by Mr.
McCrery?

[No response.]

The gentleman from Maryland.

Mr. CARDIN. Thank you, Mr. Chairman .

Mr. McCrery, I appreciate your frankness that the reforms and
changes are at least in part driven by budgetary considerations,
and I think that is the real problem here.

There are many of us on both sides of the aisle, both Democrats
and Republicans, who believe in looking at improvements and re-
forms within the Medicare system. The difficulty which we are op-
erating under is we are not looking at reform for what it will ac-
complish. We are looking at $270 billion and how can we achieve
it. If it happens to be convenient with the reforms, so be it, but we
need to achieve $270 billion of savings because of the budget that
the Republicans have passed that so happens to equate to the dol-
lars necessary for the tax breaks that are in their budget this year.

And that is what has many seniors very suspect as to whether
we are going to see reform. What they are worried about is they
are going to end up not saving the Medicare Trust Fund, but hav-
ing seniors have less choice and paying more. If we are only con-
cerned about the trust fund, we would be looking at just Medicare
part A. But we are looking at Medicare part B. Medicare part B
has nothing to do with the trust fund. Yet, the way this is being
presented, one would think that Medicare part B is also part of the
problems of the Medicare Trust Fund. It is not.

I am going to respond to Mrs. Johnson’s point about we have not
done anything. We did change Medicare in the last 2 years. We
have in fact, when President Clinton became President, the trust
fund under Medicare part A was scheduled to be in bankruptcy by
the year 1999. That is no longer the case. We have changed the
numbers. We have responded to it. So far this year, all the Repub-
licans have done is take $87 billion out of the Medicare Trust Fund
in their tax bill. So let us talk about reform. We want to work with
you on reform, but we do not want it to be budget driven. I think
that is a mistake.

I would like to ask a very specific question of Mr. Boulter and
Mr. Hansen. Do you believe that $270 billion is the appro‘priate
number for Medicare savings? Do you support that number of $270
billion that we must achieve in Medicare savings? Do your mem-
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bers agree that $270 billion is the appropriate number for Medicare
savings in this year’s budget? A yes or no answer would be appre-
ciated, and then you could explain your yes or no.

Mr. BOULTER. I will go first, since you mentioned my name first.
Our members agree that the budget should be balanced. And once
they know that Medicare is not being cut, that it is actually in-
creasing 6 percent annually and that they are actually getting
$117,000 more out of the system than they paid in, they know that
cannot go on. If I say do you want to cut $270 billion, they say no.
But if I say do you want to increase your Medicare by 6 percent
and try and save the program and make some reforms which will
change utilization patterns and hopefully hold down cost, then I
think they would say yes.

Mr. CARDIN. Just so I understand, in context to the budget that
has been passed by the Republicans, do you support the $270 bil-
lion

Mr. BOULTER. In context, yes, because we do not see any other
option.

Mr. CARDIN. Mr. Hansen.

Mr. HANSEN. I would say in context, yes. It is a tough number
and it is going to be a challenge. Quite frankly, we believe that,
with the right type of reforms, there will probably be greater sav-
ings than that. There will be savings that cannot be scored, but
there are going to be efficiencies that are introduced that are going
to make that a lot less painful than people are talking about.

Mr. CARDIN. Do you also agree then that we can achieve greater
cost savings, that we can slow down the growth rate of Medicare
faster than the private sector can slow down the growth rate of
their health care costs?

Mr. HANSEN. Well, the private sector has been slowing down its
health care increases a lot faster than Medicare has.

Mr. CARDIN. That is not necessarily the case. There is disagree-
ment on that. We think the facts show that the opposite is the
case. You all are representing health care policy changes. Starting
from where we are today, you believe that Medicare can grow at
a slower growth rate per capita than private health care costs?

Mr. HANSEN. I believe that it can grow at least at as slow of a
rate.

Mr. CARDIN. No, that is not what we have before us. We are
going to achieve greater cost savings in Medicare in growth rates
than in private health care costs.

Mr. HANSEN. Well, the numbers that I have seen show that in
the private health care system it is going slower. Now, 1 have not
seen the ones you are talking about and I cannot comment on that.
But I believe that we can match the type of growth rates that we
have in the private sector.

Mr. CARDIN. Mr. Boulter, can we exceed the private sector?

Mr. BOULTER. I disagree with your premise, in all due respect.
I think the cost in the private sector is rising much slower than
the cost in the public sector, and I do think that we can control the
rise in cost in the public sector by putting incentives into it and
by bringing market forces to bear such as competition and choice
and changing patterns of use by giving control of the funds to the
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seniors themselves. I think that will make a real difference. That
is the way the real world is supposed to operate.

Mr. CARDIN. Let me just make the point. You are not accepting
the CBO projections. We go by the CBO projections. The President
does not like the CBO projections right now. We go by them. You
are not accepting that. If you accept the CBO projections, then
what we are asking is for Medicare to outperform the private sec-
tor, and neither one of you are addressing that question. Medicare
can outperform the private sector in the next 7 years?

Mx('i BOULTER. I have not studied the CBO report. I do under-
stand——

Mr. CARDIN. Yet the $270 billion, which assumes a better per-
formance, and you are not——

Mr. BOULTER. I do understand that the private sector costs are
increasing at a much slower rate, something like 4 percent a year
than the public sector. I have not seen what you are talking about,
but I know that that is as fact.

Mr. CARDIN. And you can get $270 billion without knowing this?

Mr. BOULTER. I am saying that we can certainly keep Medicare
costs from increasing whatever it is now, something like 10 percent
a year. We can hold that down to a much lower number by putting
market incentives and bringing market forces to bear into the sys-
tem. I believe that. Maybe you cannot prove it on paper by scoring
it, but I believe that.

Mr. CARDIN. We have market forces to bear in the private sector,
do we not?

Mr. BOULTER. Sir?

Mr. CARDIN. We do have market forces in the private sector. I
think you acknowledge that.

Mr. BOULTER. We do, and the inflation is much less there than
it is in the public sector.

Mr. CARDIN. But you are reaching a conclusion that we can out-
perform the private sector. You do not know the figures, but your
conclusion assumes that. I would just urge you, you are represent-
ing a group of seniors, please know the facts.

Mr. BOULTER. I think I do, but there are some facts that we have
to—we have to put the system in place before we really know the
facts. I believe that the free market works.

Chairman THOMAS. The gentleman’s time has expired.

Mr. CARDIN. Thank you.

Chairman THOMAS. I normally would not do this, but rather than
wait for a later time to intervene, I think we do need to know the
facts and I think we need to put them into proper context.

One year ago, the President said we had to fundamentally reform
our entire health care system because the private sector was going
to increase at 13 percent a year growth. They were using 3-year-
old numbers to scare Americans. And when we presented some of
the new reduced growth rates, the answer was, But how do you
know those are going to continue into the future? We now have the
gentleman from Maryland prescient enough to know what the fu-
ture holds in terms of growth rates.

It seems to me that if you have got Medicare, I think most people
agree that Medicare is currently increasing at a rate faster than
the private sector, that there are some earlier options available to
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us to make some savings. But I do think that we should at least
just 1 year after the President was talking about a 13-percent
growth rate realize the private sector has reduced that by more
than one-half.

One other statement: The gentleman said that part A is not real-
ly related to part B in terms of the cost-driving problems, and that
is not an exact statement. The gentleman does know that there is
a percentage payment on part B, and currently it is $46.10. If we
continue the current growth rate, that same 25 percent payment 7
years from now will be $113. That is virtually a threefold increase
in the cost on the same percentage. So it does in fact directly re-
late, part B directly relates to part A.

If we can slow the growth even as the President has suggested,
you would have then a smaller total number to multiply against.
It has a direct relationship to part B. I frankly think an increase
on seniors from $46.10 a month to $113 a month, which is what
will happen if we do nothing and get a bankrupt program in the
bargain, is totally unacceptable. If we can reduce that rate, if we
can slow the growth, then the part B premium will be less than
projected. I believe there is a direct relationship between the part
A trust fund and the part B program.

The gentleman from Nevada.

Mr. ENSIGN. Thank you, Mr. Chairman.

I would like to once again call your attention to the checks over
there. My colleague from California had mentioned that the Repub-
licans did not say how long those checks would be good for, and I
guess I would submit that if the Congress had not acted not only
on Medicare, but also on the rest of the budget, that none of the
chegks that the Federal Government writes in the future would be
good.

That is what we are facing. We are facing the future of our coun-
try, and not just with Medicare, but we are also facing the future
of our country in the financial stability of our entire country and
the way of life that we know it. _

Dr. Braun, 1 would like to address a couple of parts of your writ-
ten testimony. On the means testing, reading in here, I am not
really clear. Does AARP support or are they totally against means
testing any or all parts of Medicare as far as the future is con-
cerned?

Dr. BRAUN. The AARP is against means testing. As I mentioned,
to some extent, the Hospital Trust Fund and payroll taxes, one
might call them income related. The higher income people are al-
ready putting a lot more in and in the end will have the same pro-
gram, hopefully.

However, I think one might differentiate means testing from in-
come relating possibly with part B premiums, and that I think is
a subject that is up for discussion. That is not something we have
made any definite decision on, as I mentioned to Congresswoman
Johnson before. But means testing, no, because we have a lot of
concerns. If you means test the program, we know the problems
that we have in the Medicaid system as a means testing, but

Mr. ENSIGN. We know that the average Medicare beneficiary
takes a lot more money out of the system than they ever pay in.
If it was technically possible to somehow compute that, where they
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would get their money out first and then be means tested, would
the AARP be against that?

Dr. BRAUN. I would have to withhold any decisions on that situa-
tion. We would have to talk about it further and see what it would
mean.

Mr. ENSIGN. It is something that I discuss in my townhall meet-
ings with a lot of seniors, because most seniors at least that rep-
resent AARP that come to my townhall meetings are against
means testing, because they feel they paid into a system and they
deserve the money back. I fully understand that and support that
concept.

However, once they have gotten back what they paid in, then
people that are extremely wealthy and do not have a lot of bills to
pay at that point in their life, I am not sure that it is not a point
to at least look at how much money they are making and at that
point think about means testing.

Dr. BRAUN. Also, I think one of the problems would be that that
is sort of a sick tax. You are going to means test people that get
sick, and the ones that do not are going to have that problem.
Somehow that goes against the grain.

Mr. ENSIGN. Also in your oral testimony, you mentioned that
$270 billion is too much too fast. How do we know that is too much
too fast? How do we know? We have not seen the plan. In other
words, How do we know we cannot achieve those kinds of savings
with fundamental reform of Medicare?

Dr. BRAUN. I really do not think that is possible. But the other
thing is that that much is not necessary in order to keep the part
A trust fund solvent at least for 10 years. That would give you time
to make structural changes. You are going to have to know a great
deal more about many of the options that are being suggested. A
lot of these things have never been tried. We have no idea how
they are going to work out with this population.

Mr. ENSIGN. A lot of them have not been tried with this popu-
lation, but they have been tried with other retirement populations,
because those retirement populations have been part of these other
plans that have worked. So it is not that these are completely
untested type of programs. A lot of these programs we know do
work and indeed do save money.

But just coming out with a statement from AARP that this is too
much too soon I think is unfair. I think that you should wait to
hold judgment until the plan comes out and is scored. I think we
all have to work together on this.

Dr. BrRAUN. I would agree with you.

Mr. ENSIGN. We have to say I have three grandmothers that are
totally dependent on Medicare. We absolutely have to save this sys-
tem. If we do not save the system, too many people will suffer. So
what is the best way to fundamentally long term save the system?

Dr. BRAUN. Congressman, you could save the system for 10 years
with $110 billion and with that you are buying yourselves time to
do a long term.

Mr. ENSIGN. Why do potentially a short-term fix, if you can do
a potentially long-term fix?

Dr. BRAUN. Because you need more experience with some of the
things you are suggesting for the long-term fix.
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Mr. ENSIGN. Why?

Dr. BRAUN. Because we really do not know how they are going
to work for this population.

Mr. ENSIGN. We have experience——

Dr. BRAUN. We do not have report cards, for instance, on the
chronic illnesses. What good is a report card of how many prenatal
visits we want to make or how many——

Mr. EnsIGN. Those kinds of changes can be made during the
progress, though. Those kinds of changes can be made during the
next 6 or 10 years. We can make those changes, if we see some-
thing that is not working. I do not understand the opposition to
fundamentally changing Medicare to be able to save it for the long
term, shoot long term, have long-term thinking.

Dr. BRAUN. We need to do that, but I do not think we need to
do it immediately. We need to buy ourselves more time in order to
sit down and work out what is going to be the best. And we are
learning, because we are getting more seniors into managed care.
We are learning gradually more about that situation, and I think
that we just need to buy a little more time and then immediately
sit down and work out long-term solutions, but buy ourselves 3 or
4 years to do that.

Mr. ENSIGN. The only thing I would caution, just to finish, Mr.
Chairman, is that it reminds me of what happens if you do not aim
for a target, you are bound not to hit it. Sometimes if you do not
set goals, if you do not set your mindset right, the thinking toward
fundamental change and fundamental solutions long term, if you
set for a 10-year solution, you can fix that. But if you looked for
a longer term solution and a fundamental saving of Medicare over
a longer period of time, I think you have a much better chance.

Dr. BRAUN. We need this, and if you put it off, you do not want
to just totally forget about it just because you have got it saved for
a few years, no, you need long term.

Chairman THOMAS. The gentleman’s time has expired. -

The gentleman from Wisconsin.

Mr. KLECZKA. Mr. Chairman, I have a series of questions, so I
would like some quick answers from the panel. But I would like to
say, Dr. Braun, that we have a lot of discussion in this Subcommit-
tee on Medicare Select, and it looks and smells like a good pro-
gram. We have extended it. One of the pilot States is my State of
Wisconsin. But in your response, you indicated let us not rush
headlong into this, not knowing what is going to happen.

We have had some years of experience in Medicare Select and we
have found that the government has not saved any money from the
programs. So I agree with you, if we put our entire population of
Medicare folks into HMOs and we do not save $270 billion, the sys-
tem blows up. We had some experience with Medicare Select where
the beneficiaries are happy, but the government is not saving any
dollars. Now, maybe over the long run we will.

A couple of questions of Mr. Hansen and Mr. Boulter. First of all,
in answer to Congressman Cardin, you both agreed that the $270
billion reduction in Medicare expenditures is doable. You also agree
with the plan by the American Medical Association where cost con-
trols will be taken off physicians. In fact, their plan indicates that
physicians will be receiving some $14 billion more.
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Mr. HANSEN. Actually, I thought that all of the ideas have come
through in the panel before.

Mr. KLECZKA. No, just the one. I have only a limited amount of
time. Physicians are advocating no cost limits on doctors’ billings.
Does your group agree with that?

Mr. HaNSEN. I would not be prepared to say. We do not have any
specific comment on that. I think the plan has to be looked at.

Mr. KLECZKA. Mr. Boulter, does your group have any opinion on
taking any cost controls off physician services?

Mr. BOULTER. We do not endorse the AMA plan, but we do not
think the answer is just to kee

Mr. KLECZKA. Just that portion of it I am asking about.

Mr. BOULTER. We do not believe in cost controls, Representative
Kleczka.
hMr. KLECZKA. So doctors charge whatever they want—whatever
the

Mr. BOULTER. We believe in the marketplace. We do not believe
in government controls.

Mr. KLECZKA. Right. Good.

I am aware that you surveyed your members and you asked the
question of whether or not your members oppose cutting Medicare
by $233 billion or more. Could you give the Subcommittee the out-
come of that survey?

Mr. BOULTER. I do not have the exact figures on that, but I can
get them. Would you restate the question?

Mr. KLECZKA. The question that you asked your members, Do
your members oppose cutting Medicare by $233 billion or more? It
was much less than $270 billion. This survey that you sent out to
your members, do you recall what the outcome of that survey was?

Mr. BouLTER. I will have to get that for you. I will give it to you.

Mr. KLECZKA. 64 percent oppose that, and 19 percent supported
it. So I am assuming that if you would ask the $270 billion cut
question, probably more than 64 percent might oppose it. But you
come here saying you are representing your group, while they are
opposing even an amount of $233 billion.

Mr. BOULTER. I appreciate the question. I am trying to answer
it, when Mr. Cardin asked roughly the same question. If you say
to seniors, our seniors or anybody else’s seniors, Do you want your
benefits cut?, Do you want your premiums to go up?, Do you want
all of that?, they say no. If you say do you want a check for zero
in 2002, or do you want a check for $6,700, they want the check
for $6,700.

Mr. KLECZKA. That is a figment of your imagination.

Mr. BOULTER. No, I think that is a real situation.

Mr. KLECZKA. Dr. Braun, I have a postcard, I received one post-
card from a member of the Senior Coalition, and in the last para-
graph of the postcard the person—it is a preprinted postcard—the
person signed this statement: “I oppose any plan to turn Medicare
into an AARP-style health care program. We need to open up Medi-
care to free market reforms . . ..”

My indication of your testimony was that AARP does support
your changes in the Medicare Program, and I am sort of perplexed
why this one senior group would be going after another senior
group. Have you seen this postcard?
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Dr. BRAUN. I have and I have requested——

Mr. KLECZKA. What is going on here?

Dr. BRAUN. You would have to ask them.

Mr. KLECZKA. You do not know?

Dr. BRAUN. I do not know.

Mr. KLECZKA. Mr. Hansen, what is going on here?

Mr. HANSEN. Last year, the AARP supported and endorsed the
health care plans that most seniors did not support and we do not
want to see Medicare pushed that much.

Mr. KLECZKA. Well, that was the health care plan that this Sub-
committee worked on which, in effect, cut $160 billion under Medi-
care, put the bulk of those dollars back in through expanded physi-
cian or prescription coverage, and so forth, and the Republican
Members oppose that. Now we are looking at $270 billion, and you
think your seniors are going to buy that, when you claim they did
not support the $160 billion last year?

Mr. HANSEN. It is a fundamental different way of going about it.
We would not be supporting this, if all Congress were doing is talk-
ing about going in and chopping. But the idea of going in and actu-
ally making reforms to allow people to have more choices and more
options we think are actually fairly—

Mr. KLECZKA. If you take off the controls like we talked about
for physicians, that out-of-pocket expenditure for your seniors is
going to go right through the roof. Where are they going to get the
money from, I do not know. It is nice to show a check here in
2002—I cannot see it—of over $6,000, but that is based on a
growth of 4.6 percent in that voucher. However, I know full well
that medical health care costs are going to grow at 6, 7 percent and
possibly higher.

In fact, I recently met with some health officials in my district,
in Milwaukee, Wisconsin, and they indicated to me—and we are
going to have some experts on other panels—they indicated to me
that 1995 health care costs are running at a 15-percent increase.
Now, we are not going to know the actual ending percentage until
the end of the year, and we are not going to know the effect on pre-
miums until next year.

But, my friends, the pressure is off for any major health care re-
form. When it was on, yes, we saw a 3- and 4-percent health care
inflation. The pressure is off. The health care provider folks are
getting reimbursed. I think no one is watching, and we see today—
and you can respond, if you know better or worse—that health care
costs are rising this year at 15 percent.

If you get a 15-percent inflation a couple of years during that 7-
year period, that $6,000 is not going to buy much, if anything. If
that is the voucher that we send to seniors under this new system
or this new guise, I know full well that we will wipe them out with
one illness, because the rest is going to have to come from out of
pocket.

Providers are not going to accept less just to be generous. They
do today, because we make them or they are forced to. But once
we take the curbs off and inflation at 15 percent for a couple of
years, we are going to have a real problem, no matter what that
amount, especially if it is only $6,000.

Ms. McSteen, do you want to respond to that?
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Ms. McCSTEEN. I think it is essential that we address these prob-
lems and with some reason. We do recognize, and I think my testi-
mony reflects, that Medicare is a colossal system and it must be
looked at like others. We would certainly plead for consideration of
those seniors who really have not had an opportunity to be exposed
to other voucher systems, MSAs, or whatever.

I think even though we have Medicare Select, we still have to
have some more experiments and some test States before we can
say to the very vulnerable senior—not all seniors are the same, but
to the most vulnerable, that we want to make certain that out-of-
pocket increase does not become prohibitive. It is already a problem
in home and community care. The challenges of extra out-of-pocket
costs will only severely impact those individuals who can do better
at home and for less expense.

Chairman THOMAS. The gentleman’s time has expired.

I want to thank the panel. We will recess——

Mr. GIBBONS. Are we through or what are we doing?

Chairman THOMAS. I am sorry, Sam, I did not know you had
come. We were going to recess for 1 hour and come back at 1
o'clock. I checked with the guests to the Subcommittee. You were
not here at the time that I checked. If the gentleman would like
to inquire——

Mr. GIBBONS. Dr. Braun is almost a neighbor of mine. I used to
go hunting up there at Spring Hill, in that area. I wanted to wel-
come you. You give us wise words of wisdom there.

Yes, none of us are defending the status quo. We ought to be
looking at long-term changes in the Medicare Program, although I
do not think anybody has got any magic in it. People do get old and
they do get sick and Medical science moves ahead. But nobody
knows what is really ahead for us except eventually we will die and
dying is awfully expensive in our society.

What worries me about what I see here, Dr. Braun, is that we
are going to do this in reconciliation. We are going to change a pro-
gram that 39 to 40 million people are involved in. Eight million of
them are women with incomes of less than $8,000 a year, and we
are going to throw them into HMOs, which are in some places ef-
fective. In Florida, we have had some horrible examples of what
HMOs can do to people.

I was going to make a political speech. The Republicans have
been predicting the demise of this program before it was adopted,
but I will not make that speech. But we are not going to take it
up in this Subcommittee until after the recess, which means the
middle of September, and we are going to have completed it by the
end of September, along with all the other things we do.

Frankly, I have not seen a program yet that my friends on the
Republican side are going to put forward. They have got the votes.
If I were you all, I would really hold on and scream for help, be-
cause we are all going to need it. Nobody around here is smart
enough to understand all the changes that ought to be made in
that short a period of time, and we just have not seen any paper,
we have not seen any program, we have not seen any design, and
we are going to swallow it all in 1 week or so.

So I will be calling you up there in Spring Hill. Thank you for
coming.
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Mr. McSTEEN. Thank you, Congressman.

Chairman THOMAS. I thank the gentleman from Florida.

Obviously, we are going to be moving forward in the legislative
process. That is why we have held almost a dozen and a half hear-
ings, and we are going to hold a significant number yet to come.
I can assure the gentleman from Florida that we will provide him
with paper over a longer period of time than the usual 48 hours,
and I will place in the record the timeframe between when we were
given paper on Chairmen’s marks on major massive pieces of legis-
lation in which there were 24- and 48-hour periods. And I want to
assure the gentleman from Florida that we will not do that. So he
can rest assured there will be plenty of time when we finish the
work product to be able to take a long look at it, as we continue
these hearings.

One other point I want to make just for the record. It is my un-
derstanding that Medicare Select was never scored as a program
that was supposed to provide savings. It was scored for the pur-
poses of offering a choice structure under the Medigap Program.
And if it was going to save money, that would have been serendip-
ity, because it was never structured for that purpose.

Mr. KLECZKA. Mr. Chairman, would you yield on that?

Chairman THOMAS. The gentleman from Wisconsin.

Mr. KLECZKA. Nevertheless, I think it is in order to ask the ques-
tion which I did of HCFA when they were here. But the point re-
mains that if in fact we are going to move the bulk of the popu-
lation or a majority of the population of the Medicare folks into a
Medicare Select or an HMO-type system and we end up saving no
iiollgrs, where on God’s Earth are you going to get your $270 bil-
ion?

Chairman THOMAS. I would tell the gentleman that if he would
look at the current Medicare Program, the way in which they score
the risk selection is 95 percent of the fee-for-service structure
which does not give you any indication of the kinds of administra-
tive savings or other savings that are going on in the private sec-
tor.

If he wants to find savings, he should at least support the idea
of a choice mechanism within Medicare which does not tie itself to
such an arbitrary funding mechanism as 95 percent of the fee-for-
service. So there apparently is some groundwork that we can work
together on to create a system that truly reflects the kinds of sav-
ings in the private sector that would be reflected in a Medicare
Program that had a choice for seniors.

Mr. KLECZKA. One further response to the Chairman. I would
like to join with the Chairman and support that concept. But if in
fact it does not get us to the goal, and let us say it is a 10-year
or 15-year savings plan with that type of a shift, then we are going
to have to look at other options for the 7 years, and I do not think
we can sell the populous effect that this will occur in 7 years, if
all our data says it is going to take longer.

Chairman THOMAS. I would tell the gentleman that some wise
man one time said that, in fact, going is the goal, and if you do
not start, you do not start going.

The Subcommittee stands in recess until 1 o’clock, at which time
we will take up the other two panels on today’s agenda.
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[Whereupon, at 12:17 p.m., the Subcommittee was in recess, to
reconvene at 1 p.m., the same day.]

Mr. ENSIGN [presiding]. Let us reconvene the Subcommittee
hearing.

We have the next panel before us testifying: Richard Davidson,

resident of the American Hospital Association; and Thomas

ully, president and chief executive officer of the Federation of
American Health Systems.

We welcome you both. Mr. Davidson, why don’t you proceed with
your testimony.

STATEMENT OF DICK J. DAVIDSON, PRESIDENT, AMERICAN
HOSPITAL ASSOCIATION

Mr. DAvVIDSON. Thank you, Mr. Chairman.

Good afternoon. I am Dick Davidson, president of AHA, the
American Hospital Association. AHA includes in its membership
some 5,000 hospitals, health care systems and networks, and other
providers of care all across America.

Just to open, Mr. Chairman, many of your constituents back
home are going to be taking to the road this summer on their vaca-
tions, and you can bet they do not want to start their trips without
a map to kind of guide them on their way. And I think Congress
has made a clear determination that it is going to set out on a jour-
ney and you have decided on a destination some $270 billion in
Medicare spending reductions over 7 years. That is a very signifi-
cant destination, and now comes the hard and difficult part, and
that is getting there.

Our testimony today is a roadmap of sorts designed to help you
arrive at Medicare spending reductions—from our perspective—the
right way. I am going to describe four principles, Mr. Chairman,
that have guided the AHA and our membership throughout Amer-
ica through the budget process. In our view, by adhering to them,
you can help ensure that high-quality health care will be main-
tained for the patients and the communities that we serve, and at
the same time you can save money and make Medicare work bet-
ter.

The first principle is changing the system itself. The majority of
spending reductions in Medicare must be gained by improving the
health care system overall, and this includes giving beneficiaries a
lot more options like the ability to choose coordinated care plans
proxiided by community-based organizations held accountable for
quality.

And to achieve these kinds of goals, there are a variety of issues
that must be addressed just outside of Medicare itself, and these
are: Health plan definitions, eliminating patient referral restric-
tions, hospital antitrust reform, rejecting any willing provider re-
quirements, eliminating burdensome regulations and, of course,
malpractice reform, and you all have taken the leadership on that
front.

These reforms can change the overall health care delivery sys-
tem, but the real question is what about Medicare itself, and that
leads to our second principle. We are calling for the creation of an
independent national commission on Medicare to begin thinking
long term. This year is the 30th anniversary of the enactment of
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Medicare. It is a program that has served people well and needs
to be looked at perhaps more carefully for the next 30 years, and
we think that it is essential to have an independent commission do
that. And hospitals and health systems are willing to do their
share by accepting some reductions in the program, including re-
ductions in provider payments.

We worked earlier, Mr. Chairman, this year with the Senate En-
titlement Task Force on an approach that would get you $160 bil-
lion in specific Medicare savings mostly through restructuring. The
remaining $110 billion can be achieved through the work of an
independent commission to lay out what could happen after you
reach the $160 billion.

In our view, creating an independent commission allows you to
adhere to the budget resolution without having to make complex
Medicare policy decisions too quickly. And the commission should
be permanent, not a one-time commission to come up with a set of
recommendations, but to exist on a permanent basis with over-
sight—on a continuous basis—of the Medicare Program. This is too
important an issue not to move in that direction. We need to begin
thinking in the long term, and our view of creating a commission
is to find rational ways to constrain growth in the Medicare Pro-
gram.

Speaker Gingrich has said on several occasions, and we strongly
agree, that every penny saved on Medicare should be reinvested in
the program. None of the savings should go outside to finance other
initiatives. And financing brings us to our third principle, which is
shared responsibility.

Incentives that move Medicare toward coordinated care can serve
patients better and save money. But reaching the goal of $270 bil-
lion will mean a financial effect on everybody that has got a stake
in the Medicare Program. That means hospitals, doctors, other pro-
viders and beneficiaries. In our view, doing business the old-
fashioned way, which is just cutting provider payments, is not the
answer. And to address Medicare’s long-term problems, everything
should be on the table, in our opinion—program structure, benefits,
beneficiary cost sharing, eligibility, program revenues, and provider
payments.

Making hospitals and health systems bear an inordinate amount
of the burden is going to harm the quality of service, and so we
need a fair and equitable approach at dealing with these things,
which takes me to my final principle, Mr. Chairman, and that is
ensuring access for the Nation’s most vulnerable. We know that
this Subcommittee does not deal with Medicaid, but our fourth
principle concerns access to health care for our most vulnerable
citizens, the elderly, poor children, and pregnant women, and the
disabled. And the decisions that other Subcommittees make on
Medicaid can have dramatic effect on providers of health services,
and they need to be considered as we move ahead.
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So we look forward, Mr. Chairman, to working with the Sub-
committee to try to achieve your objectives in terms of the size of
the reductions in growth. We want to look at these as opportuni-
ties. We are obviously not happy with the number, but we under-
stand it is the number and we are prepared to work with you to
help you achieve the objective.

Thank you.

[The prepared statement follows:]
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Mr. Chairman, I am Dick Davidson, president of the American Hospital Association. The
AHA includes in its membership 5,000 hospitals, health care systems, networks and other
providers of care. Iam pleased to testify on their behalf about how the tough decisions you
will be making could, if based on the principles I'm about to outline, result in a more
effective and efficient Medicare program.

Congress has decided on its destination: a balanced budget by the year 2002, including $270
billion in Medicare savings. Now comes the hard part -- getting there. America's hospitals
and health systems have long recognized that the brakes must be applied to a budget deficit
that is running out of control. However, we remain deeply concerned about the magnitude
of proposed reductions in Medicare and Medicaid spending. But we are commitied to
working toward a solution that takes us to our national goal of fiscal responsibility without
sacrificing the promise of health care pri ion for older, disabled, and poor Americans.

Hospitals and health systems worked with the Senate Entitlement Task Force to develop an
approach that would save $160 billion in Medicare spending over seven ycars, mostly
through restructuring the program. And we've worked with the Republican leadership on
how we can achieve further efficiencies in the program by dramatically changing the way
medical services are provided and paid for.

Now, authorizing committees such as this one will try to chart a course to get Congress to its
balanced budget destination. To help you along the way, hospitals and health systems offer a
road map — our four principles for the reconciliation process that we believe can help
improve the entire health care delivery system — and, at the same time, strengthen the
Medicare program for older Americans and the people who provide their care.

These are our four principles:

L] Change the delivery system to encourage more use of coordinated care - cooperating
groups of hospitals, doctors, and others who knit the fragmented delivery system
together for patients and have powerful incentives to control costs.

L] Change the process by which Medicare benefit and funding decisions are made.

Make sure all stakeholders absorb spending reductions.

o Ensure access to high-quality health care for our most vulnerable populations -- the
elderly, poor anq disabled.
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These principles have guided us throughout the budget process. The nation's hospitals and
health systems hope that they will guide you as you make the tough choices required in the
weeks ahead.

Change the delivery system
This is probably the most fundamental and essential of our principles. Quite simply, the

Medicare program is a dinosaur. Change has infiltrated almost every aspect of the private
health care sector, and public programs like Medicare must catch up to be effective in the
future. The key is to restructure Medicare to encourage more use of coordinated care.
Coordinated care is working in the private sector, and it can work in Medicare as well.
Coordinated care’s responsibility for a range of health services can improve quality because
an entire network of providers is held accountable for a patient's care. Coordinated care can
also cut costs by shifting the focus of health care from sickness to wellness. Hospitals and
health systems support efforts to make available to older Americans the same care, plan
options, and health plan information that is available in the private market. Medicare must
take advantage of the efficiencies that have been achieved in the private sector. Here's how
Congress can help the program do that:

L4 Expand the types of plans that Medicare beneficiaries can choose -- Currently,
beneficiaries can choose care through some health maintenance organizations (HMO)
or from traditional fee-for-service providers. Medicare should also contract with the
growing number of non-HMO networks of care that meet high standards for quality
and public accountability, and offer a full continuum of services for a fixed premium.
New kinds of contracts could be negotiated with these non-HMO networks in which
the networks and the Medicare program would share risk.

. Provide seniors with more information on health care plans -- send information on
available health care plans directly to Medicare enrollees. Give them an annual report
that compares coordinated care plans to fee-for-service plans on the basis of
premiums, suppiemental benefits, cost sharing, and quality ratings. This will make
seniors more knowledgeable consumers and will highlight the benefits of coordinated
care.

L Provide financial incentives for beneficiaries who choose coordinated care options
available in their area. In most areas, these plans offer comprehensive services at
lower than current fee-for-service prices. They often give seniors better value for
their Medicare dollars by ellmmaung co-pays in deductibles or adding benefits such as
prescription drugs.

[ Allow for an open enroliment period each year, during which Medicare
beneficiaries can elect 1 receive services from a coordinated care plan. And make
their choice of a coordinated care plan valid for one year instead of the current 30-day
period. That will enable the plan to better manage the patient's needs and practice
preventive care,

o Model Medicare after the Federal Employees Health Benefit Program -- The
government makes a fixed contribution and the federal employee chooses from a wide
variety of plans. Medicare could do the same for its beneficiaries.

L] Fix the current methodology used to pay Medicare risk contractors -- The current
payment system is flawed; Congress has directed the Health Care Financing
Administration (HCFA) to propose revisions by October. Current payment is based
on the Adjusted Average Per Capita Cost (AAPCC) of care in a county, and it can
vary from place to place Medicare should eliminate geographic inequities in
payment across i q due to variable health status of local populations,
and inequities due to dlfferenua.l utilization of services in local areas, which affects
costs and the calculation of the AAPCC.
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At the same time, Congress must eliminate barriers that discourage the creation of
coordinated care networks by inhibiting provider cooperation -- the heart of coordinated care.
For instance:

Physician self-referral law (known as Stark I and Stark I1), which prohibits referrals
when a financial relationship exists between the physician and the entity to which the
physician refers a patient, is unclear. It must be modified. The original goal -- to
prevent physicians from referring patients for unneeded services based on the potential
for financial gain — remains valid. But the law was drafied in a different era of
health care. Today, it creates an impediment to hospitals, physicians and others
trying to work together to coordinate care and eliminate duplication. Because any
truly coordinated system involves a variety of referral and financial arrangements, the
law should be re-examined and fine-tuned.

The “anti-kickback” law, which prohibi in exchange for referrals of
Medi and Medicaid pati should be modlﬁed The federal government is
actively—-and properly—-workmg to ferret out waste, fraud and abuse. However, a
vague law, broad interpretations, and expansion of the law's reach and sanctions
without clarification, have combined to create confusion over what kinds of
arrangements providers may establish. Congress should make basic changes to the
law to clear up its intent and provide more precise interpretation.

“Any willing provider™ and related laws such as mandatory "point-of-service”
requirements erode the ability of networks to maintain both clinical quality and
standards and their ability to work with the most efficient providers. Congress should
reject such measures.  All health care providers qualified to be in a network should
receive fair, reasonable consideration, and networks must have high standards for the
number, type, and location of providers made available to enrollees. But in order
for networks and systems to provide efficient, effective and better-coordinated care,

- they must be able to choose providers they feel will work best within the network's -

goals and objectives.

Antitrust policy should encourage providers and their communities to assess local
health care needs and act to address those needs. Where providers are uncertain how
their activity will be viewed by federal and state antitrust enforcers and courts, the
risk of high fines and long and expensive litigation can discourage innovative health
care arrangements. Congress should consider a case-by-case review process that,
where appropriate, protects a specific activity designed to provide high-quality, cost-
efficient care. The process should streamline the administrative procedures for
providers seeking to merge. And additional regulatory guidance on issues such as
multi-provider networks, how antitrust policy applies in rural areas, and encouragmg
state attorneys general and courts to cooperate are also needed.

We also recommend legislative changes to encourage development of community-based
delivery systems that coordinate care among providers and to tailor care community needs.
Such changes should help define health plans by:

Ensuring that all plans meet minimum standards, including coordination of care
requirements. Standards should address issues such as solvency, market conduct,
complaint and appeal processes, claims processing, quality assurance, and provider
selection.

Protect the public interest by ensuring that health plans have the financial capacity to
provide covered benefits and protect against insolvency. But it is important to
distinguish between insurance plans based on contracts to finance coverage, and
service benefit plans based on commitments to care.

Focus the system on keeping people well in addition to high-quality care when they're
ill or injured. Minimum requirements for health plans should focus on the legal



108

obligation of a plan to its enrollees.. But it is also reasonable to move all plans toward
a greater role in improving the health status of the community by including preventive
services in the benefits package and holding all plans accountable for their approach
to improving enrollee health staws.

L Enc They create incentives for the prudent
use of healt.h care dollars Central ‘here is the need to be sure community-based
delivery networks can contract on a capitated basis with health plans withou:
becoming subject to insurance regulation.

L Ensure a high standard of public accountability for all health care providers and plans.
All plans should report publicly on their cost, quality, performance, enrollee health
status, and consumer satisfaction. While we still need to develop appropriate
measures, it is time to respond to the public's demand for better information to help
them decide where and how 1o seek coverage and care.

[ Reform the insurance market to end barriers to coverage based on health status or the
expected use of services. Basic insurance reforms--some of which need to be applied
to employer ERISA plans as well as state-licensed plans--are important to the majority
of people in this country. This is particularly true for people under age 65 who have
private insurance, but are increasingly insecure about whether coverage will be there
when they peed it.

In addition, hospitals support the enactment of comprehensive federal legislation w simplify
administration of the health care system. And as we move toward electronic data interchange
(EDD), there is a critical--and simultaneous--need to protect the privacy and confidentiality of
individually identifiable health care information.

A simple, effective system is critical not only to coordinate care and collect and report
quality data, but to track financial obligations as well. Each practitioner, health care facility,
and health plan will need a common language and understanding about how 10 share
information with each other and the public.

Finally, a host of regulations should be eliminated. Many of them are duplicative because
other protections are in place. Others would allow more reasonable approaches to reaching
public policy goals. The administration recently said it would eliminate the Medicare
requirement that physicians, in addition to hospitals, anest to the accuracy of the diagnoses
and procedures coded on each inpatient hospital bill. This is & good first step, but there's
more to be done. We'd be happy to provide a list of regulations that should be eliminated.

These recommendations for restructuring the health care system can go a long way toward
making Medicare more efficient, effective and user-friendly for futre generations. But it is
just as important that the decision-making process for Medicare be overhauled as well,

An Independent Citizens' Commission on Medicare

This overhaul is best accomplished by the creation of a citizens' commission on Medicare.
The members of this panel and others will be facing tough choices in order 10 achieve the
savings proposed in Medicare spending. But, according to the recently approved budget
resolution, those savings would only extend the viability of the Hospital Insurance Trust
Fund (Part A) for a few years.

Meanwhile, the number of Medicare enroliees will continue to grow rapidly. When
Medicare became law 30 years ago, 19.1 million people were covered; today's 37.5 million
Medicare-insured Americans will increase to more than 40 million in five years. The
average one-earner couple retiring in 1995 will use an estimated $126,700 more in Medicare
benefits than they paid in taxes and premiums. In just 15 years, the nation's 77 million baby
boomers wilt start urning 65. And not o long after that, there will be only two workers
supporting each enroliee, instead of the four supporting each enrollee today.
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Clearly, we must be thinking now about the long-term future of Medicare. While Cong
must be held ultimately accountable, an independent commission could provide Congress an
important level of public trust and debate. The American people have a right to know that
what their nation spends on Medicare is buying the best benefits and the most efficient care.
They should be confident that federal budget pressures won't entirely dictate how health
services are provided for older Americans now, five years from now, or 30 years from now.

An independent citizens' commission can do this job, and put the "trust” back in the trust
fund. The commission would annually assess how much money is needed to maintain
current commitments. Then, Congress can set a target - through its regular budget
resolution -- for how much it wants to spend on Medicare. The commission would hold
public hearings, translate the congressional budget target into recommendancms for a benefit
package and provider payment rates, and present Congress with its rec --
which would then be voted up or down as a package.

We believe a bipartisan, citizens' commission on Medicare should be permanent, with a life
expectancy beyond the current crisis. Otherwise, older Americans will continue to be caught
in the political crossfire obscuring the real issue: how to provide quality, cost effective health
care to a growing number of people. Creating an independent commission doesn't mean that
we won't constrain growth; it means we'll do it rationally and publicly.

Shared responsibility
Hospitals and health systems are willing to work to both reduce the budget deficit and ensure

that the Hospital Insurance Trust Fund remains solvent. But both goals must be arrived at
through shared responsibility. Initiatives that move Medicare toward our vision of
coordinated health care can serve patients better and save money. But, saving the current
goal of $270 billion over seven years will mean a financial effect on everyone with a stake in
Medicare — hospitals and health systems, physicians, other providers, and beneficiaries.
Doing business the old-fashioned way — just cutting provider payments -- is not the answer.
To address Medicare's long-term problems, everything must be on the table: program
structure, benefits, beneficiary cost-sharing, eligibility, and program revenues, as well as
provider payments.

Since the Omnibus Budget Reconciliation Act of 1987 (OBRA 1987), Medicare hospital
spending reductions totalling at least $48 billion have had significant impact on hospitals and
health systems. These include increases in prospective payment rates that haven't kept up
with inflation. On Medicare inpatient and outpatient care combined, 1993 Prospective
Payment Assessment Commission data show hospitals losing 11 cents on each dollar it cost
them to provide care.

The effects of further "busi as-usual” Medicare reductions can be illustrated by an impact
analysis AHA commissioned from Lewin-VHI, a health care consulting firm. We asked
Lewin-VHI to model the impact on hospitals and health sy of Medicare spendi
reductions totailing $250 billion over seven years -- $20 billion less than those later adopted
by Congress.

Based on historical patterns of previous Medicare spending reductions, the Lewin-VHI
analysis assumes that a $250 billion reduction could translate into hospital PPS reductions of
594 billion over seven years. The Lewin-VHI findings show:
Under this scenario, every type of hospital loses -- rural, urban, large, small,
teaching, and non-teaching.

[ By the year 2000, Medicare PPS inpatient operating margins could fall to negative
20.6 percent. Because most of the reductions are made in the first five years,
margins could rise for the last two years, but still remain negative -- a negative 12.2
in the year 2002.

L] Hospitals' PPS costs per case last year grew at 2.1 percent -- the lowest rate ever.
Lewin-VHI estimates use 2 very conservative number for hospital cost growth, based
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on last year's experience. 1f actual cost growth is higher than projected, hospnals
could face substantially lower margins than those illustrated here.

In the past, hospitals coped with Medicare di ductions by p g the difference on
to other payers, like non-Medicare patients and thelr cmployers That's called cost-shifting.
But those days are fast disappearing, and these red are denmed. The market is

shutting down the cost-shift option. Managed care contracts and a growing number of
employers and private insurers who negotiate discounted prices are making it a thing of the
past. They're tired of shouldering the burden of government underfunding.

This leaves hospitals with latabl i reduce the size of the work force; reduce
services and programs; or, ulnmalely, shnl their doors altogether. Any one of these options
takes us farther from our mission of providing the highest-quality care to the people we
serve, including America’s elderly, poor and disabled.

Ensuring access for the nation's most vulnerable
Ensuring access for the elderly, poor children and pregnant women, and the disabled requires

a comprehensive approach. There are two keys to such an approach: Health plans should not
be able to exciyde areas where these most vulnerable populations reside; and poor, disabled
or elderly individuals should not be systematically excluded from coverage by health plans on
the basis of their previous or potential need for services.

Whlle this committee deals with Medlcare and not Medicaid, please understand that the

decisions of other c i on Medicaid will also have a great impact on hospitals and
health systems. The move toward converting Medicaid into a block grant program is
hing we feel gly gh about to mention. The nation's most vulnerable citizens

should be protected from an effort to convert Medicaid into block grants that can be used for
purposes other than providing health care to those in need. States must be held accountable
for using Medicaid funds for their rightful purpose. And the Boren Amendment, which
requires that payments to providers be "reasonable and adequate,” must not be unilaterally
repealed. To do so would leave states with no accountability in paying providers fairly.

Conclusion

Mr. Chairman, J commend you for sending strong signals supporting two of our principles:
restructuring and shared responsibility. And we appreciate the willingness of many in
Congress to consider an independent commission and our ideas on access for Medicaid
recipients.

But let’s be clear about one thing: The issues we are talking about here are not just political
issues -- they are people issues. The decisions you will make in the next few weeks will
affect almost every American: the 37 million people who rely on Medicare benefits for their
heaith care; the families of those beneficiaries; the millions of baby-boomers who are edging
closer 1o retirement; the young workers who are paying into the system and rightfully expect
Medicare to be there for them when they grow older and retire; and all our citizens who
receive care from hospitals and health systems that could be adversely affected if change is
not achieved the right way.

America’s hospitals and health systems are proud of the high-quality health care they've
provided Medicare beneficiaries over the first 30 years of the program. We look forward to
providing even better care in an even better system for the next 30 years and beyond. We
believe strongly that, by adhering to the principles I've described, we can achieve that goal.
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Mr. ENSIGN. Thank you, Mr. Davidson.
Mr. Scully.

STATEMENT OF THOMAS A. SCULLY, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, FEDERATION OF AMERICAN HEALTH
SYSTEMS ‘

Mr. ScuLLy. Mr. Chairman and Members of the Subcommittee,
thank you for having me today.

For the last 6 months, I have been president of the 1,700-
member Federation of American Health Systems, which is an asso-
ciation of the investor-owned and managed hospitals in the coun-
try. Many of our members, about half, are members of AHA, and
we work very closely together.

My experience over the last 6 months has shown me that the
hospital industry is changing rapidly, and I think changing in
many ways that you probably like. In one of my prior lives, I had
the painful experience of overseeing the Medicare budget for 4
years, so I think I have seen it now from the Federal side and from
the hospital side. One thing that has convinced me is that there
is no doubt that Medicare needs drastic reform.

I think we may disagree in the beginning of my testimony about
our concern about the budget number of $270 billion, but the fact
is that that is what the budget resolution is. We obviously think
that is taking a little too much money out of the system too quick-
ly, but the issue is you are there and our job now is to try to find
the most reasonable way for you to get there.

So I will skip over a lot of that and talk mainly about the propos-
als that are in the appendix to our testimony, which is basically
what we have already presented to the leadership, but here it is
in probably a little more detail. I think we are now at the point
where we probably have to stay with the details.

So just to comment generally, I really believe the number is big
and I do not think there is much chance to reach it with traditional
cuts. Our view is that if you are going to take that type of number
out of Medicare, you have to fundamentally restructure, because if
you do not, you are going to be really shaking Medicare to its core.
The only real way to get these kinds of savings is to fundamentally
look at just totally reshaping Medicare, and we advocate doing
that.

We believe that Medicare is a very old-fashioned and inefficient
fee-for-service single-payer health care system that is basically un-
manageable. As good as HCFA is or as a government agency can
be, there is no way in the world to track hundreds of millions of
transactions every year. It is a broken old fee-for-service mecha-
nism. All providers and all hospitals get the same payment, the
same amount of dollars, regardiess of their quality, regardless of
their price, and it is just the system that, no matter what you do,
you are going to get fairly good quality, but you are going to get
a lot of wasted money, and there is no doubt it is going on now.

I know there are hearings going on in the Senate Finance Com-
mittee and the Energy and Commerce Committee I think today on
fraud and abuse. Our view is that as long as you stick with the fee-
for-service antiquated system, you cannot possibly avoid fraud and
abuse. There is too much for the government to track. The way you
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have to go is toward capitation, toward privatization, and toward
making the Medicare system look more like FEHBP.

So our view is that if you need to save money, and obviously you
are going to and that is what is going to happen this year, we pre-
fer as hospitals to be squeezed by a system that responds to local
market incentives where hospitals are, and not by a federally set
rate-setting system that increasingly creates perverse incentives
and just encourages inefficiency.

We believe that the right model for this—and there are some
flaws to it and we would be happy to spend a lot of time discussing
the details of those flaws—generally, the right model of the Federal
Employees Health Benefits Plan, we believe that is the way you
should go.

A lot of people talk about that as pushing people toward man-
aged care. We do not look at it as managed care. We look at it as
privatization. We think you should give seniors the choice of the
traditional Medicare fee-for-service plan, private fee-for-service
plan, the CIGNA or Prudential plan or some other private carrier,
HMOs, PPOs, point-of-service contracts. Those are the types of
choices that are widely available in the under 65 market, and even
with Medicare Select, which is just scratching the surface, are al-
most nonexistent in the over 65 market.

We think that the government’s role should fundamentally
change from a purchaser of individual provider services for a pur-
chaser of health care coverage, and that you really should use mar-
ket competition and not price regulation to restrain the growth of
Medicare.

So we put two fairly detailed options in the addendum, and the
first one, which it sounds like the Subcommittee is going to struc-
turally follow to some degree, is a more modest one, and that is one
that basically says that if you have to save up to $160 billion,
which is the level that we have said that we think is reasonable,
that you should do basically a mix of traditional provider reduc-
tions and what is called the “lookback,” which is basically kind of
a little mini sequester to guarantee a move to private plans, and
with that combination we think you can reasonably get to $160 bil-
lion in savings.

The second option, which says that we believe if you go above
$160 billion, it is extremely difficult to get these kinds of numbers
out of the traditional Medicare Program. And if you are going to
do that, we think you should use a transition period, and we sug-
gest a voluntary move to an FEHBP-like system for the first 4
years, but after the year 2000, just go to a pure defined contribu-
tion plan. It would work like the FEHBP until Blue Cross, CIGNA,
Aetna. or whoever they are—and HCFA—that they are all going to
get the same capitated rate and they are going to have to compete
within that capitated rate.

Now, we obviously think with the limited money you are going
to leave in the system, we are concerned that that capitated rate
will not be enough. But if you are going to try to save the money
in the baseline, and a lot of this is a budget issue and a scoring
issue, the only way to get reasonable savings we believe in the long
term and to get a reasonable structure is just to go to a pure de-
fined contribution plan after the year 2000. And I just noticed that
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is what the Jackson Hole group apparently came out with this
week, too. Not that we always agree with them, but that that is
what their new proposal is.

So our view basically is if you are going to take numbers out that
are this big, and obviously that is what the budget resolution re-
quires, that you have to be bold, you have to think big, and you
have to do what I think a lot of health policy analysts thing in the
long term is the right thing to do, which is go to a pure defined
contribution capitated rate.

Again, just to summarize, Mr. Chairman, we are concerned that
$270 billion, as you all probably know, is a large number. We think
getting there in the traditional ways to reform and take funding
out of Medicare is extremely tough, if not impossible. So if you are
going to get to a number that big, we will work with you and we
would like to help you, but we think you have to think very big and
be very bold and do some things that may be controversial. As a
result, we suggest that a move to pure defined contribution after
5 years.

Thank you.

[The prepared statement and attachment follow:]
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Federation of American Health Systems
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Thomas A. Scully, President and CEO
Federation of American Health Systems
Testimony on Saving Medicare and Budget Reconciliation
Before the Subcommittee on Health

Committee on Ways and Means
July 19,1995

Mr. Chairman and Members of the Subcommittee, thank you for inviting me
to testify today.

As President of the Association of the nation’s 1,700 investor-owned and
managed hospitals, I have seen that the health care delivery system is changing —
fast and often for the better. But, having overseen the Medicare budget for four
years as Associate Director of OMB and as Deputy Assistant to the President for
Policy, I also know that this public program is in dire need of reform, and that it can
be reformed in ways that can generate significant budget savings for the federal
government while continuing to provide access to high quality health care. The big
issues are:

1 How much Medicare spending can you trim without throwing
the system into chaos; and

2.  How quickly can you phase in meaningful market reforms that
will preserve the program while reassuring the seniors who rely
so heavily on its benefits?

Medicare reform is at a crossroads in Congress. If Congress enacts massive
spending reductions in the nation’s largest and most politically sensitive health care
insurance program without the benefit of fundamental restructuring, there will be
no chance to bring Medicare into the next century as a high quality, cost effective
health care system. If real restructuring doesn’t accompany these totally
unprecedented spending reductions, Congress won't be “saving Medicare” - it will
be shaking it to its very foundation.

Medicare desperately needs restructuring. With a new, privatized payment
system replacing Medicare’s outdated structure, Congress could achieve much of the
deficit reduction savings it is after and improve a program that serves 36 million
seniors and severely disabled Americans.

Reducing spending by $270 billion over seven years, as outlined in the Budget
Resolution passed by the House and Senate, is simply too much too fast under the
existing program structure. It is important for Congress to be cost conscious with
the Medicare program, but traditional budget reductions of this magnitude would
have a disastrous economic impact on hospitals, beneficiaries, and communities
across the country.

Read almost any paper in the country and you will find that hospitals in
many communities are already responding to market pressures by closing,
contracting their levels of service, or laying off workers. Much of the intensifying
market pressure may be good for the system, forcing a more cost effective delivery of
services. But making traditional Medicare payment reductions of the magnitude
proposed in the budget will be like pouring fuel on the fire of the hospital system'’s
contraction. It will ignite an explosive reduction of services and the number of
hospital employees delivering those services that will leave seniors, hospitals, and
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communities feeling burned by the abrupt changes in services they will experience.

Don’t underestimate the challenge before you. Let’s put this into context.
The savings targets in the Budget Resolution are at least five times the reductions in
the 1990 Budget Agreement and four times the size of those in the 1993 Budget
package. And those two previous provisions were enacted at a time when health
inflation was higher, budget baselines were fatter, and each dollar reduced had less
of an impact on each hospital. So attaining these budget levels will be very difficult,
if not impossible to achieve through the traditional method of simply trimming
reimbursement under the traditional Medicare fee-for-service system.

Fortunately, the plan laid out in the Budget Resolution is not the only way to
go. There are other options. Hospitals advocate adopting a slightly longer timetable
for achieving Medicare savings that would help protect beneficiaries from abrupt
changes in health care services while giving providers time to adjust to changes.
We also call for an equitable distribution of reductions between providers and
beneficiaries. Alternately, lowering spending reduction targets to about $160 billion
over seven years (as originally proposed by the Senate Entitlement Task Force) is a
reasonable option that also would produce significant budget savings while
preserving and even improving the quality of health care now enjoyed by seniors.
At this more attainable level, local communities would be spared some of the
economic pain of the huge layoffs hospitals will be forced to make if the Budget
Resolution target is enacted. Hospital costs are 50% to 60% personnel — with the
Budget Resolution’s spending reductions, there is little place else to go to cut costs.

If Congress truly insists on delivering more than $160 Billion in Medicare
reductions (which we strongly oppose), it must THINK BIG and ACT BOLDLY.
Savings of the magnitude in the Budget Resolution cannot be achieved by chipping
away at the old Medicare program. It must be restructured from the ground up.

Medicare is an antiquated insurance program created in 1965. 1 like to
compare Medicare to a 1965 Chevy -- it might have been a helluva vehicle 30 years
ago, but its time has passed. Congress’s traditional fiscal savings approach is to
simply put less fuel (dollars) in the tank. But when you have an old gas guzzler that
still only gets four miles to the gallon, that strategy won’t take you too far. The
answer is to design a better vehicle--using 1996 designs.

Ironically, Congress has an excellent blueprint for Medicare restructuring and
rebuilding literally under its nose. The Federal Employees Health Benefits Plan
(FEHBP) is a good example of what the Medicare program should and could be.
FEHBP offers beneficiaries freedom of choice and flexibility, along with financial
incentives for both beneficiaries and providers to wisely use their medical coverage.

Like the FEHBP, a restructured Medicare program could offer multiple
private plans (both managed care and fee for service) as well as the traditional
government sponsored Medicare fee-for-service plan.

An FEHBP-like approach will give seniors more coverage options — and at
the same time give Congress more options for containing cost growth. Congress can
establish a defined contribution -- certificate or voucher - that gives seniors the
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ability to shop for their best health care deal. This option creates the opportunity to
harness the power of the intense competition in the health care industry to lower
costs, as an alternative to price regulation. In recent years, the health care system
has proven that competition works as it has slowed the growth in private sector
health care costs.

The single biggest benefit of moving to an FEHBP approach somewhat
quickly, is that it offers the only realistic option for getting significant long term
budget savings from Medicare. Only by eventually moving all seniors to privately
managed systems operating under a defined federal contribution can the federal
government truly restrain cost growth and drive efficiency into the system.

The government should operate Medicare like it operates its employees’
health care (and as all private employers like GM or 3M also do) - by purchasing
coverage for seniors, not by purchasing individual health services. The Federation
has advocated a smooth transition to this system. From, 1996 to 2000, all seniors
could opt to stay in the traditional Medicare program or voluntarily choose a
private plan. After 2000, all seniors would choose plans in a system like FEHBP,
where all plans, including traditional Medicare, received a defined contribution!.

Hospi Want T t Redu. i ici -

Throu P 1

Medicare is a wonderful system for seniors, but it is a payment dinosaur. All
hospitals, and other providers, receive roughly the same payment — regardless of
actual price or quality. The incentives and pressures to operate efficiently are far less
than under private payment schemes. It's no one’s fault, but you get what you ask
for (and pay for) -- good quality with lots of wasted dollars.

If the federal government purchased all Medicare coverage by giving seniors
a choice from among a number of private plans and traditional Medicare, and held
the annual inflation rate of its “defined contribution” to some reasonable rate, it
would attain the budget savings needed and reform the system. And it would be
done without gutting the existing delivery system by randomly slashing Medicare
payments to health care providers. It would let the market squeeze the money out
of the system -- not the usual “ratcheting down” on a federally set pricing system
that makes little distinction between efficient and inefficient providers. Health care
providers would compete for Medicare patients on the basis of price and quality -- as
they increasingly do in the under 65 year old market.

As hospitals, if funding is to be removed from the system, we’d prefer to
adjust and streamline in.response to a local market that creates rational incentives,
not cuts in the current Medicare price setting system that already has created
thousands of perverse incentives that produce only inefficiency.

ongri ust Remove Barri o Res ing th

Providers have responded to pressures from private and public payers to
reduce the cost of health care. This has resulted in unprecedented consolidation
and contraction in the hospital industry. As cited in the Prospective Payment
Assessment Commission’s report earlier this year, many hospitals have closed,
merged, or entered into joint ventures to reduce capacity and increase efficiency.

1 A more detailed document, outlining the specifics of the Federation’s preferred approach, s
attached.
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Providers are developing health care delivery networks and integrated
delivery systems, despite significant legal and regulatory barriers. Such activities
should proceed at an even more accelerated rate under a truly restructured Medicare
program, but only if Congress addresses these issues.

Currently, these barriers include:

o Physician self-referral laws prohibiting physicians from referring to
entities when a financial relationship exists. The law needs to be
revised so that hospitals and physicians can work as partners to deliver
the full array of health care services to Medicare beneficiaries;

. The anti-kickback law prohibiting payment for referrals. This law
needs to be clarified to provide clear notice as to what financial
arrangements constitute a violation of the statute. Presently, the
language of the statute is so vague as to have a considerable chilling
effect on those seeking to develop health delivery networks;

. Any willing provider legislation impeding development of health care
delivery networks;

. Antitrust laws that require clearer standards and guidances as to how
they will be applied. We believe that such laws are necessary to
maintain competition and provide consumers choice among providers
and health plans, but must be rationally enforced.

. Burdensome regulations. The existing Medicare program should be
revised to eliminate unnecessary regulations, help streamline the
program, and enable providers to deliver health care services more
efficiently. We have developed a list of such regulations after
consulting with our member hospitals and will provide them to you.

Medicare can be restructured and money can be saved- if it is done right.
Now is the time to build on the successes already achieved in the public and private
sectors. The market in health care has proven it can be effective when it comes to
belt tightening and reducing costs. If Congress is to produce massive and
unprecedented reductions in the Medicare spending growth rate, Medicare must be
remodeled in a manner that takes advantage of changes that work.

Thank you for the opportunity to testify today.
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Testimony of Thomas A. Scully
President and CEO
Federation of American Health Systems

Medicare Restructuring:
Slowing Growth By Providing Private Plans Choice and
Bringing Competition to the Medicare System

The Federation of American Health Systems supports a total restructuring of the
Medicare delivery system. The Federation believes a new, privatized payment
system must be structured in a model that provides choice of multiple private plan
options to beneficiaries much like the existing Federal Employees Health Benefits
Program (FEHBP). This restructured program shall:

. Change the government’s role from that of a purchaser of services to
that of a purchaser of coverage;

. Offer a choice of multiple private plans, as well as traditional fee-for-
service Medicare coverage to each senior;

. Pay a defined contribution on behalf of all seniors to purchase health
care; and
. Utilize the power of private markets and competition, not government

price regulation, to slow cost growth in the program.
Current Policy:

Medicare enrollees now have the option of choosing managed care by enrolling in
Medicare “risk contracts,” but fewer than 9% do so—as opposed to participation in
some form of “managed care” by almost 80% of those under 65 years old. Over 90%
of seniors use Medicare as a publicly managed, single payor fee-for-service insurer.
The provider sends in the bill and it is paid at a federally set rate. This type of
coverage has become a dinosaur among private health plans.

Why are so few in private plans?

. Because few seniors understand managed care and because the non-HMO
private options are very limited. For most seniors, only traditional “closed
network” HMOs are available and none of the most popular forms of
managed care—preferred provider organizations and point-of-service
plans—are available.

. In some parts of the country, Medicare managed care is profitable, in others it
is not. The HCFA payment mechanism, the AAPCC (Average Annual Per
Capita Cost) needs to be restructured and revised to more accurately reflect
regional costs.

. Efficient Medicare managed care providers can’t charge seniors less—nor can
they return the savings in lower premiums to beneficiaries. As a result, all
risk contractors in an area are paid exactly the same amount; therefore, they
must try to attract seniors by expanding benefits (e.g., prescription drug
benefits) or by reducing cost sharing.

. Market leverage is limited, because most seniors have Medigap plans that
cover drugs, copays and deductibles—and it is difficult to convince them of
the better value when they see no personal financial benefit.
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Seniors are understandably afraid of change and of having access to their
physician limited. But, Medicare “risk contracts” need not be only managed
care plans. Private carriers can also carry risk and provide traditional fee-for-
service indemnity coverage for a defined amount. In rural areas, most
private plans would not include a managed care component.

Proposed Policy:

Replace the existing AAPCC with an improved per individual defined
contribution system (certificate/voucher) that will encourage the growth of

‘managed care and other private delivery alternatives nationwide.

Adjust the payment mechanism to account for gender, age, geographic
location, and certain high cost chronic conditions. HCFA has the capability to
do this now ~ if legislatively directed to do so.

" Allow all seniors the option to choose a private plan (as in FEHBP) that will

meet basic federal standards.

Provide an “open season” once a year for seniors to switch plans - just as in
FEHBP.

Pay these plans up to 100% of a new Average Annual Per Capita Cost
(AAPCC) ~ subject to the rebate provision below.

Allow all seniors to keep their existing employer-based coverage, when they
tumn 65, if they choose and if their plan qualifies. By default, enroll seniors
who do not choose to remain in their current plan or to join another private
plan in the regular Medicare program. All seniors can choose to stay in the
regular Medicare program.1

HCFA would certify any plan that offered at least the standard Medicare
benefits package and that meets defined quality standards. Each plan would
have to publish a standard rate for each region (as they do in FEHBP)
available to all seniors during a HCFA-administered annual open season and
take all seniors in its defined area of operation.

Provider-based health plans should be assured access to this new market.
Rebate Provisi

Health plans would be expected to compete for beneficiaries by offering plans
for less than the AAPCC and by offering different benefit packages. Seniors
would share in the savings below the AAPCC. Initially, the seniors would
receive 75% of the savings in a rebate, the U.S. Treasury 25% of the savings, to
encourage the move to more cost effective health plans. Seniors could roll
the rebates into an MSA (tax deferred) account that would be used for health
or long term care expenses only.

Eor example

The average 67 year old in Dayton, Ohio, under the existing (and flawed)
AAPCC methodology, would be eligible for about $5,100 per year in 1995, if
he/she enrolls with a Medicare “risk” HMO plan. The HMO now receives
95% of that amount to provide full Medicare benefits and any additional

1 After 2000 the traditional Medicare program may receive the same per capita payment as other private
carriers (see Option B)
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benefits it can.

Assume the_ new AAPCC would produce the same average payment amount.
Under this proposal, if Blue Cross of Ohio offered a POS Medicare plan for
$4,400 (a strong likelihood), a senior would receive a $525 rebate, and the
Treasury would also receive a $175 per member savings. In addition, future
growth of the program is limited because the growth of the per capita
payment (AAPCC) could be restrained to well below the 10% annual growth
rate of the current program.

Direct financial savings to middle income seniors are the most effective
incentive for them to choose more cost-effective plans.

Existing Medicare risk contracts and private sector PPO and POS plans already
show that substantial cost savings can be achieved - but the system doesn’t
allow it. All savings must be paid back to the senior through additional
benefits -- that often don’t create enough of an incentive for seniors to switch
from the traditional program.

OPTIONS FOR PRODUCING GUARANTEED BUDGET
SAVINGS

A, Voluntary Move to Private Plans with “Look Back.”
(Preferred if you need to generate up to $160 Billion for Medicare over
seven years)

1) Use traditional provider cuts and beneficiary cost sharing in
existing Medicare program -- Hospitals, Physicians, labs,
beneficiary copayments deductibles or premium policy, etc. to
generate $100 Billion in traditional baseline savings.

2) Index the Medicare Per Person Payment to Ensure Reasonable
Cost Growth.

Medicare costs can be controlled and will be by the private health plans that
are chosen by seniors. Private carriers and managed care plans can readily
provide quality care for less than the AAPCC.

If seniors choose these private plans, this system will by definition generate
significant savings. Savings will vary, depending on CBO’s assumptions on
how many beneficiaries will opt for private plans.

If seniors move into these plans in significant numbers as more and better
private choices are available in the market, it will produce major spending
reductions (baseline savings) simply because the annual AAPCC growth factor
will be less than the existing Medicare baseline (about 10%).

Because the fee-for-service option through HCFA would remain as an option,

- the bulk of seniors could choose to remain enrolled, so CBO is not expected to
project large savings. Therefore, to guarantee scoreable savings for the
remaining budget targets:

3) Create a new process or “Look back” to guarantee the savings will be
produced, from the voluntary move of seniors to private plans. The
approach would guarantee $60 Billion in over 7 years under reasonable
mid-range assumptions.

Each year HCFA would examine the entire projected Medicare baseline (as it
does now with physician payments) to see if the reconciliation spending
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targets from OBRA ‘95 have been met.

If the privatization/managed care options have held growth within the
targets, then no additional cuts from the “look back”would be needed.

But, if the spending targets were not being met, a formula (like a sequester)
would automatically make cuts in the program to produce the targeted
spending levels.

The cuts should be allocated across-the-board as follows:

. Provider payments - 50% of shortfall
. Beneficiary contributions or payments — 50% of shortfall

Result:

e About2/3 of targeted budget savings are delivered up front —-
in the traditional spending reductions.

o About 1/3 of targeted savings are left to be generated by
savings created by the move to private plans and managed care
- with additional provider payment cuts and beneficiary
adjustments built in to guarantee real savings if reforms don't
deliver adequate savings.

B. Move to “Pure Defined Contribution Plan”

If Congress is to actually attempt to deliver $270 Billion in Medicare
baseline reductions over 7 years it must take MUCH BOLDER ACTION.
There is no way to save $270 Billion under Option A, or any other approach
involving reform of the traditional fee-for-service Medicare program that will
not savage health providers. These enormous cuts in reimbursement will
close hospitals and shake the foundation of the health care delivery system.
While we oppose these budget targets, to get to these numbers, Congress must
be bolder:

1. Adopt the system outlined in Option A for years 1996-2000.
Seniors would have the option of choosing from numerous
private health plans or staying in the unchanged traditional
Medicare fee-for-service plan.

2. After the year 2000, move to a Pure Defined Contribution
approach:

. Seniors would still choose from multiple private plans as
well as traditional Medicare.

. But all plans, including HCFA'’s traditional Medicare,
would receive the new AAPCC. HCFA would have to
compete with other private plans for beneficiaries, under
the same per capita payment.

Result;
*  For the first 4 years (1996-2000) savings come from a mix of
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voluntary move to private plans and savings from traditional
fee-for-service Medicare.

J After 2000, all savings come from paying all plans - private
carriers and HCFA -- the same per capita annual payment.
Establishing a defined inflation adjustment to the per capita
payment after year 2000, will achieve the baseline savings
necessary to meet the Budget Targets,

This approach privatizes and reforms the system, saves money and
will provide seniors and communities with better health care
services.
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Chairman THOMAS. Thank you both for your testimony.

The gentleman from Louisiana.

Mr. MCCRERY. Thank you, Mr. Chairman.

I thank both of you for your testimony and thank you for being
constructive in offering to help us with these very challenging deci-
sions.

I guess the thrust of the reasoned criticisms of the number that
we have and any approach that might be taken to get to that num-
ber is one thing that Mr. Scully alluded to, and that is, even if you
go to a defined contribution, even if you go to a capitated approach,
there is a danger that the capitated amount will not meet the re-
quirements of a basic health care plan for seniors. I think that is
alt;.1 the crux of what we have to look at and decide, as we go through
this.

I guess there is no way we can know what the market will do.
But you two are in the market, certainly your member institutions
are in the market and are a large part of what makes the market
work. I guess the other large part is the consumer. So we have got
to look at it from both the standpoint of the provider community
and the consumer and how we can get market forces at work in
both of those large groups to come up with the savings.

I am just wondering, from your viewpoint and being a player in
the marketplace, even though it scares you and even though you
have doubts, do you think it is possible? Can you envision a mar-
ketplace that will be so dynamic, so robust, so innovative that it
will be able to come up with a reasonable level of health care for
seniors at the number that we are looking at for capitation in the
year 2002?

Mr. DAvIDSON. I think one of the problems, Mr. McCrery, is the
transitional question. First of all, it is very hard to forecast. I mean
you could put six economists here and ask them that and have the
best in the world and they could not forecast that with a certainty,
and I think that is probably the way we feel about this.

We think the marketplace can respond, and the question is can
we respond and treat seniors while maintaining cost growth at the
same level as in the private sector. In Medicare, we have got a dif-
ferent set of demographics. That is one critical issue, with the larg-
est growth cohort in seniors 85 years of age and older, and so there
is a tremendous level of consumption of services which makes it
very hard to forecast.

But the critical part is the transition; first, how we move forward
in the interim, when—without sufficient numbers of seniors en-
rolled in coordinated care programs and HMOs—we are not ulti-
mately getting the market to respond. The vast majority of places
in rural America do not have access to these coordinated plans.
Second, how to actually build the capability to make these plans
available and then to get the seniors to move into something new
when they are very pleased with what they have now. Of course,
economic incentives could move them there quickly.

That is part of the reason that we are suggesting that there
should be an independent national commission. You are all up
against an enormous time crunch in making decisions that are so
hard to forecast. If we could take some money out on the front end
to get you part of the way there, an independent national body
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could begin to construct the mechanisms to get you where you need
to be for the rest of the dollar amounts during the remainder of the
7 years. There may be some greater rationality in trying that ap-
proach and being a bit cautious in trying to get to that goal.

Mr. ScuLLy. If 1T could just answer that, too. I cannot tell you
that if you took an AAPCC-like mechanism and had everyone in,
including HCFA, in the year 2002 and you gave a capitated rate
increase, at that point it would probably require about 5.5 percent
a year, I think, that the market is going to fall hard and hospitals
are going to fall by the hundreds.

The fact is there is a consolidation going on in health care and
you are going to have hospitals closing anyway. As I said in my tes-
timony, I think if you squeeze too much money out of the system,
you are going to speed some of that up even more quickly as is hap-
pening anyway. There are not too many cities around the country
where_hospitals are not laying people off or closing. That may be
good. I mean the market is doing that. You can make an argument
that is squeezing more efficiency into the system.

My bigger concern, to be honest with you, is in the short term
how you get there. I think we can adapt. We are not happy about
$270 billion. But I think if you told us that in 7 years we were all
going to be in a capitated FEHBP-like system with a certain
amount of money in the system, we could probably get there. It is
going to be painful and it is going to be difficult, and I am not sure
it is going to be more difficult than you all vision. But you might
get there.

My concern in the short term is the way that people seem to be
getting there—to $270 billion—is this number. I think, as you
know, a lot of these Medicare reductions in a prior life. I helped
create some of those. : '

My concern is that when you do creative stuff like having the
lookback, which we support and think is a good idea, that to cap-
ture what is “privatization managed care savings,” that only gets
you part of the way there. You are still left between now and 2002,
even with the lookback, with probably $200 billion-plus of tradi-
tional reductions in Medicare.

And when you look at how to get there and you go through the
laundry list of things—part A is obviously the center of the con-
troversy of where you find the savings this year—when you go
through and look at things that sound innocuous, like bad debt,
Medicare DSH, all these things that are cosmic concepts that most
people do not understand, fortunately for them, they all have a big
impact on the hospitals, and taking a big hit out of traditional pro-
vider cuts to get there is a very tough way to go for the next 6 or
7 years. That is why we have said just go to defined contribution.
V¥e would rather deal with a capitated system to take money out
of it.

This year we are already at the hospital marketbasket, which is
our fundamental way of getting paid, it is up today to just 1.5 per-
cent, and that is dropping. So we are very concerned that in the
next 7 years we are going to have negative real updates for hos-
pital payments.

I guess our real world concern is, Are there ways to get to $270
billion? Yes, but they are going to be politically tough and they are
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going to be controversial, which is why we suggested the defined
contribution. If you do it the old way, we are going to be ham-
mered, and there is an awful lot of money that is going to go out
of the system and it is not going to be pretty.

I guess our concern is, Can you get there in 2002? Yes, but there
is an awful lot of ways to do it and some are a lot better than oth-
ers.

Mr. McCRERY. Thank you, Mr. Chairman. We are certainly not
suggesting to do it the old way. We are looking for suggestions as
to how to do it a new way. Although we may not be able to go to
a capitated basis right away, which I think I hear you saying—

Mr. ScuULLY. After 2000 we have suggested.

Mr. McCRERY. Well, we would like to work toward that, but
there are different ways to get there and we want to work with you
to find the way that is most doable.

Thank you.

Mr. ENSIGN [presiding]. The gentleman from Wisconsin.

Mr. KLECZKA. Mr. Davidson, if I heard right, I believe Mr. Scully
indicated that a $160 billion cut for Medicare would be more doable
than the suggested figure of $270 billion. What is your view on
what is doable and will it provide some real hardships for the hos-
pitals around the country?

Mr. DAVIDSON. As we said, we supported the notion of the Gregg
proposal in the Senate which took you to $160 billion. $60 billion
of that in savings would be through restructuring of the program.
That is where the major savings would be. With a lookback mecha-
nism, that if in fact we did not achieve it, then we would make cuts
“the old-fashioned way.” But that would be dealing with
marketbasket, making adjustments there to reduce growth for hos-
pitals.

We had some recommended physician changes in there, as well,
as well as some participation by beneficiaries in terms of own
health coinsurance, lab coinsurance, income-relating part B pre-
{niums, but kind of a balanced package to come up with $160 bil-
ion.

Mr. KLECZKA. I am assuming that you saw the AMA proposal
that we talked about this morning.

Mr. DAVIDSON. Yes.

Mr. KLECZKA. Do you have a similar one which would take $100
billion out of the physician reimbursement and maybe give you an
additional——

l\l/hf: DAVIDSON. No, we do not. As a matter of fact, we do not. We
call for——

Mr. KLECZKA. You believe in shared sacrifice?
1'qu. DAVIDSON. Shared sacrifice and hospitals take much bigger

its.

Mr.? KLECZKA. Are you saying their’s is not a shared sacrifice pro-
gram?

Mr. DAVIDSON. I would not comment on theirs.

Mr. KLECZKA. Then do not. Now, let us use the AMA as a model,
and if we are looking at about a $162 billion cut over 7 years and
you folks are programmed to take about a $100 billion cut, what
type of a cut or reduction in reimbursement would hospitals around
the country face with a $270 billion Medicare Program cut?
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Mr. DAVIDSON. Well, we had an independent study done, and it
is in our written testimony, by Lewin-VHI on the basis of a $250
billion reduction in growth, and if we did it “the old-fashioned
way,” our reductions would have been about $94 billion. What that
really means is that in the year 2000, the typical hospital would
be paid approximately $1,300 less per case in Medicare than the
actual cost of producing the care.

We have one out of four hospitals in America where 75 percent
of their patient revenues come from treating senior citizens and
medically indigent people, as well as in carrying bad debts of 5 to
6 percent. If that scenario played out, those institutions could not
survive very long, and that is why we say we have got to find a
better way to reach the number than the traditional ways with
these kinds of reductions. These reductions turn into real cuts.

Mr. KLECZKA. But that is using the old method of hospital reim-
bursement. By using the new method and assuming a $270 billion
cut, what would that do to hospitals, if we go from now through
the next 7 years to a pure market approach, what would be the ef-
fect on hospitals doing that, using the $270 billion?

Mr. DAVIDSON. The number obviously would be higher. I do not
know the number really computes to.

Mr. KLECZKA. So the $94 billion is based on a $160 billion

Mr. DAVIDSON. No, it was based on $250 billion, and our portion
would have been $94 billion. Se if you took the $270 billion and
used the old-fashioned way, you could escalate the $94 billion to
$100 billion and it still does not look any better, obviously.

Mr. KLECZKA. By using the new-fashioned way, would not the
i$949billi0n, based on a $260 billion cut, be less than the $94 bil-
ion?

Mr. DAVIDSON. Not enough.

Mr. KLECZKA. It is still the same number.

Mr. DAvIDSON. It does not matter, if we are talking about the
$95 billion or $100 billion, it is all in the same ballpark.

Mr. ScuLry. The reason we prefer capitation, and we have done
this with the AHA, is that we have done a lot more detailed look
at hospitals. We have done some of our own hospitals, and we have
found that our average hospital, say, with 450 beds, which is just
a midsize hospital, probably in the fourth years under the current
budget stream would lose about $7 billion in revenues. Most of our
hospitals have over 50 percent Medicare payments, so it has a big
impact.

The reason we prefer an FEHBP capitated approach is that we
believe that, given a reduced amount of money——

Mr. KLECZKA. Well, let us go back to that Federal program, be-
cause everyone is touting it as the save-all for the program, how-
ever, know full well that, in fact, you do know that the capitation
or the contribution is based on a percentage and not a fixed-dollar
amount.

Now, if we could guarantee the Medicare folks that we are not
going to have inflation over 4 percent for the next 7 years, maybe
a fixed-dollar amount would work. But if you want to emulate the
Federal health care program, let us also emulate one of the things
that makes it work, and that is the fixed percentage. Mr. Scully,
do you support that or not?
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Mr. ScuLLY. Well, our concern is that a fixed percentage may be
too low, if you take too much out of the system. But I also think
as a scoring——

Mr. KLECZKA. It will be too low?

, Mr. ScuLLy. I think the fixed dollar is going to be ultimately too
ow.

Mr. KLECZKA. Is there any evidence in your associations that we
could be running a 15-percent increase in health care costs this
year? 1 am told by some folks in Milwaukee that this year we are
running 15 percent health care increases, health are inflation.

Mr. DAVIDSON. In terms of the insurance premium rate in-
creases”?

Mr. KLECZKA. Right, which would occur next year, naturally.

Mr. ScuLLy. I think most of our hospitals are seen fairly flat, a
2- or 3-percent increase this year.

Mr. DAVIDSON. We do not hear any numbers like that.

Mr. KLECZKA. Wel], I hope they are wrong.

Mr. ENSIGN. The gentleman’s time is expired. We are going to
have to go vote, so 1 want to make sure we give everybody a
chance. '

The gentleman from Nebraska.

Mr. CHRISTENSEN. Thank you, Mr. Chairman.

I want to thank the witnesses for the testimony today and for
their time and your help, especially Mr. Scully. I know you said
you are willing to work with us and you are wiling to help us get
to where we need to get. As you well know, the Medicare trustees
have already laid out the problem in terms of it is in serious need
of repair.

When we began looking at how we could improve the system
back in April, Mr. Davidson’s organization took out ads against a
number of Congressmen, as well as a number of people who were
involved in this whole situation. I do not know if you remember,
but these were the words just 2 months ago, “drastic Medicare re-
ductions, hurt senior citizens, irresponsible, it is going to hurt peo-
ple that need burn units, trauma care, intensive care,” and it just
goes on and on and on, fear mongering and scare tactics.

I realize that your agenda at that time was to try to scare
enough people to get involved in the grassroots effort to try to bring
that number down. Unfortunately, I think that it caused a lot of
dissension in the ranks, and I do not think it helped the whole dis-
cussion at all.

Are you willing now, Mr. Davidson, to help us with this problem?
We want your help. We want to work with you. We would like to
have you give us some ideas. I know you have some. I read your
whole testimony. One of the ideas that you have suggested is an
independent citizens’ commission on Medicare.

I think each one of us here, if not most of the most new fresh-
men, have independent commissions already. We set them up back
in our districts. On my commission of 22 private citizens in Omaha
are 2 heads of hospitals who are in your organization. I am seeking
their input. I am listening to them. One individual heads up
Clarkson Hospital and the other heads up St. Joe’s. I think a lot
of us have done it. I know Mr. Ensign has, as well, and I think Mr.
McCrery also had a focus group just this past week in Louisiana.
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So I think we have already done the independent citizens’ commis-
sion that you are talking about.

You also talked about an idea that we need to have a bipartisan
type of commission with the life expectancy beyond the current cri-
sis. I think we have that in the new Congress. I am 32, Mr. Ensign
is 38, Mr. McCrery is 30—{Laughter.]

You know, we have quite a broad perspective even from the
standpoint of the Democrat side. Mr. Kennedy is 27 or 28. I think,
as elected officials of the American people, we kind of represent a
whole spectrum in terms of age, as well. So I am not sure that the
independent commission idea is the way to go, because I see a lot
of commissions and a lot of studies waste a lot of time and delay
and delay and delay. Frankly, we have got to come up with some
new solutions.

I know that my time is running short and I know Mr. Ensign
wants to inquire. I just implore you to help us, to work with us and
to not take part in some of the activities that happened a few
months ago. I appreciate your help on this issue.

Mr. DAvIDSON. We look forward to working with you, sir.

Mr. CHRISTENSEN. Thank you.

Mr. ENSIGN. Before we take a break to go vote, let me just ask
a couple of questions. By the way, for the record, I am 37. [Laugh-
ter.]

Mr. Davidson, you talked about simplification of the whole ad-
ministration between HCFA and what they require out of hos-
pitals, doctors, the whole thing. I have had a lot of townhall meet-
ings and my Medicare task force on this whole discussion. I would
just like to hear some suggestions actually from either one of you
on general concepts on simplification.

Mr. DAVIDSON. We have a whole plan, Mr. Chairman, that out-
lines a series of recommendations which we think you would be
very responsive to.

Mr. ENSIGN. The other thing that I hear in the townhall meet-
ings with this simplification process is for seniors to be able to un-
derstand the bills that they get. A lot of times, they would like to
check on something that was done to them, they do not think some-
thing was done that maybe was done, and they have trouble even
understanding the bills they get either from the hospitals, insur-
ance companies, or whoever it is. So do your reforms address that
as well?

Mr. DAvVIDSON. That is one of our most serious problems. If we
would try to invent a confusing system, the hospital billing system
is what we would have invented. It kind of happened that way and
it is a product of so much diversity in the system, coupled with the
governmental involvement, and be certain that it is very difficult
for us to do this for a living, to understand some of these things.
So we have got a long way to go on that front.

. 1t clearly could be changed dramatically, if you moved to a Fed-
eral Employees Health Benefits Plan arrangement or some other
kind of options in terms of the private insurance market. I think
there are big opportunities there.

Mr. ENSIGN. Do you have any numbers on the impact that could
have on hospitals or on providers across the country?
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Mr. DaviDSON. Certainly. It could save millions of dollars by
streamlining the process, getting greater uniformity in data collec-
tion and all of the rest. We could make up almost any number and
probably work a way to achieve it.

Mr. ScuLLy. It is probably not a scorable number, unfortunately.
But I think one of the things that is important, we also have a
package that we have worked out with the AHA, as well. Our view
is you are moving from a system in which the government is trying
to manage the health care benefits of 37 million seniors on a micro-
management basis, and you have all these self-referral laws and
lots of things that have been appropriately in many cases put in
the last 10 years. ,

But if you move to a system where the government is trying to
pay for individual service and track it and make sure it does not
get scammed on things to a system in which you are basically buy-
ing coverage like a private employer would be, the way to get sav-
ings in the system and encourage streamlining and the move to
greater efficiency is to move to this kind of capitated payment sys-
tem.

One of the problems you have is a lot of the existing laws that
are set up in Medicare are for safeguards for fee-for-service sys-
tems. One of the things that concerns us is, as you move to a
capitated privatized system, you are encouraging us to go and put
together physician-hospital networks, to put together managed care
networks. There are a lot of things in the Medicare law now that
set up enormous barriers to that.

If you are fundamentally rescoping the program and moving
away from a fee-for-service system to basically a capitated inte-
grated service network system, you have got to turn the whole sys-
tem around, because right now the incentives are all basically to
make sure that people do self-referrals, that people do not set up
coordinated care networks. And as you move toward that kind of
system, you have got to really make sure that you look at the de-
tails in how you rescope it. That is a big concern of ours.

Mr. ENSIGN. One of the reasons that I raise the question is try-
ing to convince people that this is one of the cost-saving areas.
When you say that you are going to be saving mcney and providing
better care, this is one of the ways I think is obvious, that this
costs everybody. This is inefficiency and this costs the taxpayers.
This costs the providers, as well. Everybody loses. This is the lose-
lose-lose situation, instead of a win-win-win situation. So I would
appreciate your getting me that part.

Mr. Scully, just one last quick question. Address Federal price
controls, as you mention that in your testimony. That is something
the seniors bring out an awful lot to me in townhall meetings. 1
know how I address that, but explain to the panel here why you
think that Federal price controls would not work.

Mr. ScuLLy. We have had this discussion for many years with
people on the other side of the panel. Medicare is a single-payer,
rate-set fee-for-service price system, that is what it is. And while
it provides great service to the seniors, we think it is a model of
inefficiency. It just creates a lot of perverse incentives.

If you are a hospital, and the reason we are so aggressively for
reform is we are not exactly great lovers of managed care insur-
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ance companies, but at least they provide rational market incen-
tives. And if you are sitting there as a hospital administrator and
you get 50 or 60 percent of your money from Medicare and Medic-
aid and 40 or 50 percent from private sector plans, the incentives
are totally different. Because of the way Medicare works and you
have got 15 different pots of reimbursement, you end up doing a
lot of crazy things.

One example would be let us say you have a 64-year-old who
breaks their hip and a 66-year-old that breaks their hip. The 64-
year-old, if they are in a private health plan, he may not like Pru-
dential or CIGNA or whoever it is, but you sit down and you work
out what is the most rational way in different settings of care—in-
patient, outpatient, skilled nursing facility, home health, what-
ever—to find the cheapest, most efficient way to get them healthy.

In Medicare, you get all these crazy incentives for pots. We get
paid under DRG’s 3-day rule. You follow where the money goes in
Medicare and the hospital side, and we do a lot of nutty things,
and we know and we have just gotten to the point of frustration.
We have basically decided that we would rather deal—as much as
we do not love insurance companies—we would rather deal with
somebody who has rational economic incentives than deal with a
very fragmented crazy reimbursement fee-for-service system with
price setting.

Again, you asked if we could meet the capitated rates in 2002.
We are not happy about that being put in the system, but our view
is that the more efficient and more cost-effective providers will win,
and we are willing to go out and compete to do that. Right now,
everybody gets paid the same amount, whether you are efficient or
inefficient. They basically have one Federal set of prices and that
is it. So two hospitals in the same town get paid the same thing,
regardless of how good they are.

Mr. ENsIGN. I want to thank you both. We have about 3 minutes
left before we have a vote. I want to than you very much for your
testimony. I would just make this prediction on the record that 7
years from now hospitals will still be open.

Thank you.

(Recess.]

Chairman THOMAS [presiding). The Subcommittee will reconvene.

Reading from my left to my right, Mr. Bringewatt, Mr. Jasper,
Mr. Strand, and Mr. Burman. I want to thank you all for coming.
Your written testimony will be made a part of the record, without
objection, and we look forward to hearing from you in the oral por-
tion in any way you may see fit to inform the Subcommittee.

As we move forward, Mr. Bringewatt, you might well start, and
then we will move to Mr. Jasper, Mr. Strand, and Mr. Burman.

Thank you.

STATEMENT OF RICHARD J. BRINGEWATT, PRESIDENT AND
CHIEF EXECUTIVE OFFICER, NATIONAL CHRONIC CARE
CONSORTIUM, BLOOMINGTON, MINNESOTA

Mr. BRINGEWATT. Mr. Chairman and Members of the Subcommit-
tee, I appreciate the opportunity to testify on behalf of the National
Chronic Care Consortium, and to offer recommendations on re-
structuring the Medicare Program.
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The National Chronic Care Consortium is a national organization
representing 24 of the Nation’s leading health networks. Our mis-
sion is to establish new methods of integrating care for people with
serious and disabling chronic conditions, such as heart disease, Alz-
heimer’s, and strokes.

The major premise of my testimony is that meaningful control
over health care spending only can be achieved by fundamentally
restructuring provider operations. We must shift our current legis-
lative orientation from one which micromanages care settings and
staff, piece by piece, to one which provides incentives for groups of
providers who serve a common high-risk population, in order to
work together in doing whatever is most cost effective across set-
tings and over time. Establishing separate copays and deductibles,
reducing payment rates or increasing care restrictions by hospital,
nursing home, or home care providers may produce short-term cost
savings for the affected program, but may not produce long-term
cost savings, since these practices ignore the cuts in one part of the
system and how they affect the total care costs.

Long-term cost savings will require several actions. First, we
must shift our focus from an acute care orientation to a chronic
care orientation. Chronic disease represents the highest cost, fast-
est growing segment in health care accounting for 80 percent of all
deaths and 90 percent of all morbidity. Since the lion’s share of
health care resources are consumed by chronic diseases and dis-
abilities, it does not make sense to maintain a system designed to
respond primarily to acute care conditions.

Second, Congress must eliminate Medicare policies that reinforce
high-cost care. Most Medicare policy is organized around health
care settings, such as hospitals, nursing homes, and home health
providers. These policies foster duplication of activity across set-
tings, prevent providers from collaborating on care for the same pa-
tient, and prevent us from understanding the cost of treating the
most costly problem in health care today.

For example, over the course of a single episode of care, a hip
fracture patient needing surgery and postrehabilitation may re-
quire as many as 8 different assessments and 8 different care plans
developed by multiple-care managers, each with their own ap-
proach to care.

Why can we not have a single assessment for an episode of care?
Because Medicare requires separate workups for each care setting
and specialists working in each setting. Why can we not have a sin-
gle-care plan or patient record which follows the patient across set-
tings? Because Medicare requires each place and profession to col-
lect different data using different measures and documentation in
different ways. Why can’t I tell you what it would cost on average
to treat a patient with a hip fracture, Alzheimer’s disease, arthritis,
or other major chronic diseases or disabilities throughout their evo-
lution of such conditions? Because Medicare policies do not enable
us to aggregate utilization, cost, and quality data in a way that
produces cost information that crosses time, place, and profession.

What we can say is that where organizations have integrated
health services under pool fixed-dollar financing, there have been
demonstrated cost savings. For example, staff model HMOs versus
other HMOs, and several demonstrations including PACE and
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Evercare have demonstrated cost savings of between 10 and 30 per-
cent.

Third, Medicare and Medicaid policies are intricately related and
must be standardized. Both Medicare and Medicaid finance care for
people with chronic conditions. Virtually all health care providers
must respond to Medicare and Medicaid policies. Where these poli-
cies are inconsistent with one another, the providers must establish
duplicate records and procedures. This has serious cost implica-
tions for both programs. Moreover, different care approaches under
each program also has significant cost implications.

For example, failure to finance and manage medical care for peo-
ple in nursing homes has a direct cost implication for controlling
hospital expenditures under Medicare. Failure to manage chronic
diseases and disabilities by physicians and hospitals has direct im-
plications for controlling long-term care costs and associated Medic-
aid expenditures.

What is the answer? Congress must establish a new consolidated
provider category for Medicare and Medicaid. Providers functioning
under this category would specialize in care of people with chronic
conditions; provide whatever combination of care is most cost effec-
tive; use integrated methods of administration, financing, and de-
livery; function under a single set of rules and regulations; and re-
ceive fixed-dollar or capitated payments at or below prevailing
rates.

Mr. Chairman, a transportation engineer can make a train run
faster by designing a new wheel, but the company paying the
freight may find greater savings with a different mode of transpor-
tation. It is time for Medicare to stop reengineering payment rates
for hospitals, nursing homes, and clinics and reassess its future
cargo. The future cargo for Medicare and Medicaid is chronic care.
Congress may find that a whole new approach to care is more cost
effective than our current fragmented system.

I would be happy to answer any questions, and I look forward
to opportunities of working with you and seeking ways to contain
cost through better care.

Thank you.

[The prepared statement follows:]
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NATIONAL CHRONIC CARE CONSORTIUM
STATEMENT ON MEDICARE MANAGED CARE PROGRAMS
HOUSE WAYS & MEANS SUBCOMMITTEE ON HEALTH

L INTRODUCTION

Mr. Chairman and Members of the Subcommittee on Health, I'm Richard Bringewatt, President and
CEO of the National Chronic Care Consortium (NCCC). NCCC is a national organization
representing 24 of the nation’s leading health care networks with services provided in 16 states and
every region of the country. The mission of NCCC is to fundamentally transform the way health care
services are administered, financed and delivered. Our members are working toward the achievement
of these goals through the establishment of delivery models that integrate the full range of services
required by the chronically-ill from primary and acute care through long-term care.

NCCC appreciates the opportunity to offer our recommendations on restructuring the Medicare
program. Clearly, Medicare cost containment is central to achieving Congress’ balanced budget
objective. We strongly support Congressional efforts to restructure Medicare through the application
of integrated delivery system and managed care principles for several reasons. First, Medicare is one .
of the fastest growing entitlement programs in the Federal budget. Congress cannot meet its balanced
budget objectives without reducing the growth rate of Medicare expenditures in future years.

Second, since our current health care system was formed several decades ago, the nature of illness in
our country has shifted from a preponderance of acute care illnesses to a preponderance of chronic
conditions. Chronic disease like heart disease, Alzheimer’s and strokes now accounts for 80% of all
deaths and 90% of morbidity and the rate of increase in chromic disease continues to surpass the growth
of acute care illnesses. If we are to effectively contain health care costs we must shift our health care
structures from an acute care orientation which responds to crisis events and focuses on isolated
segments of the health care system such as hospitals and nursing homes to a disability prevention
orientation which employs a multidisciplinary, systems approach to care. We need to change our
approach from organizing financing and care around providers to organizing financing and care around
the problems of people that cross provider settings and extend over a long period of time.

Third, we must streamline our regulatory systems to allow providers, purchasers and payors to make
health care treatment decisions based on the most cost-effective approach to caring for specific chronic
illnesses, regardless of what combination of care achieves those results. The private sector already has
received this wake up call and has begun to modify administrative and delivery systems to
accommodate this new paradigm in health care. Most of our nation’s major health care systems and
many free-standing providers have begun to affiliate with other providers in establishing integrated
delivery systems. Increasingly, the focus is not just on consolidation of assets and strengthening of
market position, but extends to fundamentally changing the nature of bow we do business. Sufficient
evidence from private sector initiatives and public demonstrations exits regarding the cost-savings
potential of integrated care to warrant streamlining regulations to expedite the movement from
segregated care to integrated care.

Public programs such as Medicare and Medicaid, however, remain entrenched in old rules which lock
providers and payors into a system which fosters duplication and fragmentation across the spectrum of
health care services and actually encourages providers to maximize billing opportunities for their
individual segments of care instead of working collectively with other providers to meet common
clinical, cost and quality goals. Until we simplify and standardize rules and regulations govemning the
administration, financing and delivery of Medicare and Medicaid services, we will be helpless even to
document and understand, much less contain, health care system costs. Further, we must recognize the
mtctdq)endmce between the Medicare and Medicaid programs to prevent cost-shifting between these
two prog improve continuity of care for the dually eligible and contain the growth of the two
hrgesihalthmenﬁtlmtpmgnms Most providers and an increasingly greater number of care
recipients are affected by both programs with inconsistencies between these programs adding to the cost
and confusion of serving people with chronic conditions.

Mr. Chairman, the NCCC has developed a legislative proposal for restructuring the Medicare and
Medicaid programs which we believe can effectively address these problems. Our proposal focuses on
both programs based on the interdependence between the two. The Chronic Care Act of 1995 would
establish a single, consolidated provider category called a chronic care network (CCN) for delivering
Medicare and Medicaid services to the chronically-ill. All Medicare and Medicaid services provided by
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a CCN would be subject to a single set of administrative requirements, payment policies, reporting
roquirements and methods for evaluating performance. To receive certification as a CCN, provider
networks would be required to demonstrate their ability to integrate the full mnge of primary, acute
and long-term care services as well as the administrative and clinical sy 'y to supp
these services. The focus of this Act is on containing costs through better care.

CCNs services would be paid for under a pooled financing mechanism to reduce duplication of services
and increase provider flexibility in resource allocation, fixed dollar or capitated financing to limit
aggregate costs, and shared-risk methods to create incentives for collaboration toward common clinical
outcomes and cost targets. Initially, the Secretary would establish payment rates for different
categories of chronic illness such as Bnd-Stage Renal Disease and acute episodes of chronic conditions
like stroke and hip fractures. These rates would be set at or below 95% of the average community
costs in caring for a defined population under the fee-for-service sector. While NCCC is very much
aware of the disadvantages of using the fee-for-service sector as the basis for establishing payment
rates, there simply is no viable alternative at this time for establishing fixed payment levels for chronic
conditions. To date, no public or private programs have systematically collected data on individual
chronic conditions across time, place and profession. In fact, one of the goals of the Chronic Care Act
is to establish an integrated information system which will enable us to accurately document the cost of
chronic care over time within defined populations.

We also understand the concerns raised by HCFA and Congress regarding Medicare HMO risk
contracts which have had questionable success in producing savings due to the bias of Medicare HMOs
toward the well-elderly, the cost-shifting that can result between Medicare HMOs and fee-for-service
programs and payment link to the fee-for-service sector. BEach of these factors has contributed, in
some cases, to "overpayment” of providers, even under the 95% rule. We believe CCNs would be
isolated from these effects, however, since these networks would only serve those persons already
diagnosed with a chronic condition and payments would be established by the Secretary on the basis
known costs directly associated with specific care needs.

In the interim, ourAumcludessevenlmwgwsthnwebehcvewmefrecuvelyconnmcom Cost-

ings will be produced by improved care and outcomes; elimination of duplication and fragmentation
among services; streamlining of regulations and standardization of oversight criteria and functions;
speading caps and related incentives for further cost reductions. In cases where providers can deliver
services for less than the negotiated rate, they will be permitted to keep haif of these savings. The
other half will be returned to the Federal government for deficit reduction and reinvestment in
restructuring of the health care system.

Mr, Chairman, we cannot promise that the Chronic Care Act alone will produce major short-term cost
savings for achieving the Congressional targets of $270 billion dollars in Medicare savings and $182
billion in Medicaid savings needed to achieve a balanced budget by 2002. Long-term cost savings
requires a primary focus on producing better car through reengineering of our eatire approach to how
we administer, finance and deliver care to people with chronic conditions. It will require a phased-in
approach to allow sufficicat time for remodeling our health care infrastructure. Further, the type of
health care initiatives being considered by the Federal government will require an initial investment in
restructuring the administration, financing and delivery of Medicare and Medicaid services. NCCC is
convinced, however, that if an appropriate investment in Medicare restructuring is undertaken today,
some short-term savings can be attained. More importantly, significant long-term savings can be
achieved with better care results. Ignoring the details of system transformation through simple but
major reductions in allocations may fail to achieve both quality and cost-containment objectives.

0.  STRATEGIC ASSUMFPTIONS REGARDING HEALTH CARE SYSTEMS
TRANSFORMATION

Effective reform of Medicare, Medicaid and othcr halth care programs < wul require a fundamental
transformation of the way care is administered, d and fi d jons must focus on
underlying causes of health care inflation such as the fragmentation and duplication characterizing our
administrative, financing and delivery systems in serving people with chronic conditions. Solutions
must include strong inceatives for consumers, providers, payors and regulators to approach the health
care system in a cost-conscious manner.

Advances in medica! care and technology are moving our society from a predominance of short-term,
cure-oriented conditions to a predominance of conditions that require ongoing, multidimeasional, high-
cost care. Hospitals, nursing homes, physicians and community-based long-term care providers are
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becoming increasing interdependent in serving a common chronically-impaired population. Cumulative
costs and quality of life for persons with serious and persistent chronic conditions are both significantly
dependent upon the full array of primary, acute, transitional and long-term care providers working
together to prevent, delay or minimize disability progression and its associated costs.

To date, the health care system has not adequately responded to these changing demands. We continue
to use bheroic means to ward off death, while we largely ignore the benefits of disability prevention and
primary care. We continue to finance and manage care through isolated care scgments which increases
administrative costs without improving the coordination of care. While major attention has been given
to controlling short-term costs and maximizing profit margins within existing provider structures, littie
atteation has been given to the accomulation of costs across time and setting. To effectively address

the needs of the chronically-ill and reduce overall systems costs, we must modify our approach to the
dnllvuy administration and financing of long-term care based on the strategic assumptions outlined

A.  SIRATEGIC ASSUMPTION: Our approach to service delivery must shit from an
acute care orientation to a chronic care orientation.

Chronic disease represents the highest-cost, fastest-growing segment of the health care system. To
contain health care costs, we must recognize the need to shift our fundamentsl orientation to health
care delivery from an acute care model to a chronic care model. The acute care model is designed to
respond to crisis events and episodes of illness rather than the prevention of disability progression. An
acute care approach focuses on isolated care planning and referral rather than management of paticnt
care across the multiple disciplines providing primary, acute and long-term care services.
Administrative, financing and delivery rules are based on the phase of illness being treated (acute vs
rehabilitation vs long-term care), the treatment setting (hospital vs nursing home vs home care), and

the health care professional delivering services (doctor vs nurse vs rehabilitation therapist).

Effective integration of chronic care services requires a “trinocular” view of health care delivery where
the perspectives of acute, long-term care and managed care providers are taken into account. Acute
care professions view chronic care in terms of illness and cure. They are very “high-tech” in service
orientation and organize care in short-term, episodic approaches. Long-term care professionals view
chronic care problems in terms of function and are “high-touch® in service orieatation. They organize
care over an extended period of time. Managed care professionals think of chronic care problems in
terms of optimizing health outcomes and reducing costs. They approach health care solutions in terms
of primary, secondary and tertiary prevention. Effective cost-containment will require the
incorporation of all three perspoctives into an integrated system of care.

The current system must be restructured to allow providers the flexibility and financial incentives to
more effectively respond to the needs of the chronically-ill; manage care across time, place and
profession; and to use whatever combination of care is most cost-effective. Providers must have the
ability to make patient care decisions based on clinical judgements about the most effective treatments
and settings, not based on which programs and services are reimbursed by a particular payor.

INTERVENTION: System Integration.

‘We must move from a micro approach to managing isolated health care episodes to a macro or systems
approach to managing particular patieat conditions. System integration strategies must emanate from a
clear vision and definition of a new service delivery reality. This new vision must be grounded in the
following integrated health network concepts:

L] full continuum of care, integrated across discipline and setting;

[ multidimensional care planning and implementation;

L] cmphasis on preventing, delaying or minimizing the progression of disability;

[ capitated, shared-risk financing across providers;

[ longitudinal focus, not episodic focus, with emphasis on cumulative cost and resuits.

B. STRATEGIC ASSUMPTION: We must standardize our approach 1o the administration
and management of health care services.

Health care administrative policies and procedures are based on the acute care model with its episodic
orientation. Separate policy aunthorities exist for major segments of chronic care financing and separate
administrative authorities exist for cach Federal program. Regulations governing eligibility criteria,
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coverage rules, paymeat policies and evaluation methods differ across program categories such as
Medicare and Medicaid. Requirements regarding patient assegsments, carc planning, data collection
and record keeping are separately defined by clinics, hospitals, nursing homes and community-based
service settings resulting in high costs and care fragmentation. Separate program administration locks
in a major duplication of effort at the local level and makes it virtually impossible to measure, let alone
manage, the unintended cost escalation.

For example, Medicare provides primary and acute care-related services to the elderly and disabled
regardless of income. It is federally directed, administered through fiscal intermediaries, and
reimburses acute care on a prospective basis and skilled care on a cost basis. Medicaid provides acute
and long-term care coverage to the low-income, is federally defined, and administered by the state.
Benefits vary from state to state as do income and asset eligibility criteria and reimbursement formulas.
Differences in program authority and administrative requirements for the dually eligible who require
acute and long-term care services create tremendous fragmentation in service delivery and needlessly
increases system COSts.

An example of the fragmented delivery created by different program directions is most evident in a
dually eligible patient. Since Medicaid is orientod toward long-term carc, payment for acute and
primary care services is limited. For example, in many cases, a physician can only be paid for visiting
a nursing home patient every 30 days unless a new problem arises. Selected acute care services which,
theoretically, could be provided in a nursing home or at home are not provided in these lower-cost
mngdmmmmhnmmnndchnmlmons 'memfmepnnmcxpermcmgmmng
medical problems frequently must be hospi d to pay for medical care since they
beoomeehglbleforMedwcmwebmeﬁuomemufenedmthahoq)ml However, the
under Medicare’s PPS system is to discharge patients to lower care settings as quickly as
possible to maximize DRG payments. Frequently patients move back to a nursing home setting at a
higher care level, often resulting in cost-shifting, cumulative cost increases and dissatisfied consumers.

Conflicting incentives in the Medicare and Medicaid payment systems leads to a continuous cycle of
transfers among bealth care settings to meet patients’ medical and long-term care nceds. In addition,
since each system has separate clinical requirements, costs are multiplied needlessly by duplication. For
example, an elderly paticnt receiving services under Medicare, Medicaid, Social Service Block Grant
and Older American Act programs, could have four different case managers and four different care
plans — none of which routinely are coordinated with one another. Such conflicts must be eliminated
if health care cost inflation is to be brought under control.

INTERVENTION: Consistent Public Policy.

To date, policymakers have focused on almost exclusively on financing reform as the solution to
containing heaith care costs. Bven if we move to a health care system which operates within a global
budget and fully capitates all primary, acute and long-term care services, however, we won't be able to
maximize cost-savings opportunities. Health care cost containment also is dependent on a restructuring
of health care administrative and delivery systems. Policies governing acute and long-term care
programs must be made more consistent through strategies such as standardized goals, objectives,
service definitions, standards and reporting requirements for programs serving the chronically-ill.

The administration of health care financing must be standardized across providers and payors.
Administration should be shifted from cost accounting systems focused on different payors and
providers 1o a system which integrates financing administration for the network of providers providing
services to common paticats. All network providers should be required to collect a standard set of
core data on client characteristics, health status, service use, costs and quality outcomes. While
different providers and payors require information that is unique to their own setting, it is critical that
integrated delivery systems defire information the same between providers where information is
common to all. For example, assessment protocols for measuring functional and cognitive status
should be the same whether collected by a nurse or social worker in a nursing home or home care
setting.

Administrative policies also should be modified to allow provider networks to use a single budget
cycle; compatible bookkeeping, accounting and reporting structures; and compatible claims processing
and other fiscal management methods across settings. In addition, financial management systems must
begin linking cost data with outcomes data across providers and payors for purposes of assessing the
cost-effectiveness of various treatment protocols and establishing outcome measures for evaluating
performance.
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C.  STRATEGIC ASSUMPTION: We must move from a fee-for-service paymant system o
risk-based, fixed-dollar financing which pools financing across programs and health
care settings.

Our current health care financing system is replete with disincentives to cost-effective service delivery.
Whether a public or private agency, payors are writing increasingly stringent contract or grant
specifications for service delivery and monitoring care for specific services on a case-by-case basis.
Control is organized around issues of service amount, frequency, and duration for specific care
segments, rather than based on outcomes. It is difficult for program integration to occur in the absence
of outcomes-based management and global budget targets that allow for provider flexibility and
innovation. .

Most cost-containment strategies, including those involving capitated, managed care financing, focus on
short-term cost savings within existing provider structures with separate contracts and risk-
arrangements. There is littie or no incentive for providers to collaborate in cost-savings across the
contimuum of care. Bven managed care organizations engage in a certain amonnt of cost-shifting
within the system. For example, many HMOs limit their financial rigk by passing it on to the
providers with whom they contract on a fee-for-service basis. The result is risk management on an
episodic basis by negotiating the lowest-priced contract for each provider or service. The result is a
high cost administrative structure and ineffective delivery model for chronic care. Cumulative costs

INTERVENTION: Replace Mic: gmens of Behavior with O Orientation

Policies governing provider practices must be less prescriptive of process and procedures used by
individual providers and siaff, and more focused on outcomes of care and the cumulative effects on the
client. Smemmmmmmmmmmwm
segments to giving providers incen llectively contain costs, prevent disability progression and
emphnsuzmstomernuxfacuonmounme,phcemdpmfe.mm Provider-based systems should be
established where provider networks are paid under shared-risk arrangements for achieving cumulative
cost and outcome targets.

. RESTRUCTURING HEALTH CARE THROUGH INTEGRATED DELIVERY
SYSTEMS

A. Private Sector Entry into Integrated Delivery Systems and Managed Care

NCCC believes that one of the most important outcomes of the health care reform debate of 1993-1994
was to increase awarencss among consumers, providers and policymakers about the cost-savings
toward integrated delivery systems and managed care approaches prior to 1993, the prospect of health
care reform legislation mandating health care delivery around “accountable health plans” and risk-based
financing dramatically escalated the movement toward the integration of primary and acute care
services. NCCC is convinced that, with or without legislative mandates, the private sector will
continue the movement toward bealth systems integration. But it needs the support of Federal
leadership to maximize its potential.

Today, many of our leading bealth care providers are merging their resources under new health care
alliances covering the spectrum of primary, acute and long-term care services. Integration efforts have
focused on the merger of hospitals, physicians and managed care plans operate. To fully realize the
potential of integrated delivery systems to improve care and reduce costs, long-term care providers
must become an integral part of the system. Bfforts of the private sector need the stimulus of federal
policy that is supportive of these emerging trends.

B. Integrated Delivery Systems as an Alternative Savings Device

NCCC believes that the integrated delivery system model represents a far more rationale approach to
cost-containment than simply ratcheting down provider payments. Experiments with price controls
beginning in the Nixon Administration have shown that this approach simply does not work. Results
are short-term at best since price controls address the product of inefficient heaith care delivery, not
the underlying causes.

The cost-savings potestial of integrated delivery systems and managed care plans has evidenced
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substantially lower wtilization rates in areas such as hospital admissions and lengths of stay. In
addition, health care systems, providers and insurers have become much more sophisticated and
"bottom-line® oricoted. Many privaie systems practice aggressive case management, capitated
financing and information management and are increasingly characterized by an outcome orientation.
As we move to new structures of operation under & single peyment with which to manage a patient’s
total health care neods, there is a strong incentive to avoid high-cost, event-based care and significantly
reduce the cumulative cost of primary, acute and long-term care.

Despite this progreas, however, NCCC believes that it is important to note a missing link in the
protiferation of integrated delivery systems. While the medical sector is moving forward quickly to
establish cost-savings joint veatures, the long-term care industry has not been integral to the movement.
Congress could play an important role in expanding opportunities for LTC provider participation by
eliminating current barriers to using managed care principles in the delivery of LTC services and
bridging the gaps among primary, acute and long-term care.

The integration of primary, acute and long-term care services is critical to maximizing cost-savings and
efficiencics across the health care system. Pooling financing that rewards outcomes over process can
free the long-term care industry from excessive use of institutional services. Long-term care services
and settings such as home care, adult day care and skilled nursing care offer lower-cost alternatives to
traditional acute care. Chronically-ill patients who represent the highest-cost and fastest-growing health
carc segment must have access to the full range of health care services with assurance of care
continuity from primary through long-term care and commitment to minimizing disability progression if
the system is to achieve optimal savings.

C. Integrated Delivery Systems vs Managed Care Plans

NCCC believes that it is important to distinguish between managed care arrangements and fully
integrated bealth care delivery systems. While managed care contains an important ingredient that can
facilitate integration, the concepts of managed care and integration are not necessarily the same.
Managed care typically refers to an arrangement in which an HMO or other eatity is given a prepaid,
capitated payment for each enrollee in exchange for providing a defined set of services. Such rigk
oonmmpmwdeHMOsthemcmuvemeﬁecuvelymmgetheconmdquhtyofamfmaﬂ

d care tech can include pre-authorization for the use of services, the
amgnmmtofapnmuywephymmmwommme,mhndmmmmfmhghmk
cases, an emphasis on prevention, and the use of a more flexible benefit package than is normally
permitted in fee-for-service arrangements. These techniques, however, do not automatically translate
into an integrated health system.

Fully integrated service networks manage care across all settings in the service of a common care plan
which seeks to optimizo patient outcomes through collective action. Administrative, financial and
information systems must be integrated to support a common approach to care. For integration to
occur under managed care plans, all providers serving the same patients must share in the financial
risks and rewards associated with providing care, with all providers working toward common cost and
quality goals across the network. In contrast, under managed care plans, all too often individual
providers work under separate, often non-rizk contracts, and work within their own settings to
maximize billing opportunities. Incentives among providers within a given network must be aligned
for a network to be integrated.

Providers alone, however, cannot be blamed for their failure to employ an integrated systems approach
to health care delivery. Current laws and regulation often prevent them from doing so. Congress
could play an important role in eliminating a micro-management approach to health care delivery and
promoting a systems approach by streamlining existing regulations and standardizing regulations
governing the administration, financing and delivery of health care services. NCCC belicves that the
establishment of a consolidated provider category, such as the Chronic Care Network model described
below, offers a viable strategy for moving toward an integrated delivery system approach.

D. Cost-Savings Potential of Integrated Delivery Systems and Managed Care

No one knows the actual costs of caring for any chronic condition becanse we don’t collect information
about the cost of care for complex chronic conditions across time, place, profession and funding
source. For example, we know that there is a direct relationship between stokes and hip fractures and
the use of long-term care services. We know that hypertension, diabetes and osteoporosis are all
precursors to chronic conditions. We know that the chronically-ill use a significant amount of drugs
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and medical equipment. But we cannot document the actual costs of these conditions across settings
and over time. Only by coordinating information over time regarding cost, quality and outcomes for
the same patients and populations across the continuum of care will it be possible (o accurately assess
the true cost savings potential of integrated delivery models.

The collective experience of NCCC members, however, suggests that integrated delivery system and
managed care approaches have the potential to effectively address three primary and compatible goals
of a health systems transformation. These goals include reducing aggregate health care costs,
decreasing health care inflation rates and improving quality of care. Many of the NCCC members
have been providing Medicare and Medicaid managed care services since the carly to mid-80s under
integrated/managed care models such as the Social HMO and PACE demonstrations and the hospice
program. Other providers have had the opportunity to observe the cost savings potential of managed
care through programs such as the Bnd-Stage Renal Disease and Bvercare Programs. Below are
highlights of both the limitations and cost-savings potential of some of these programs.

Soclal HMO: The Social HMO (SHMO) model offers Medicare beneficiaries an enhanced package of
Medicare acute care services and limited coverage of long-term care services. Services are financed on
a capitated basis using Medicare, Medicaid and private premiums. SHMO is primarily an insurance
model that manages risk across a representative population of well and disabled elderly. SHMOs have
beea effective in reducing acute care costs through fewer hospitalizations and shorter lengths of stay.
Since SHMOs bear limited risk for long-term care services, however, they do not have the incentive to
mnﬁmﬁemﬂmydmmmmmmmmmm
eligible. Instead, these organizations have placed greater emphasis on issues related to the

of disability during the earlier phases of a chronic condition, such as rehabifitation. While the SHMO
represents an important financing demonstration on integrated care, and an important foundation for
further reform, the evaluation of this demonstration to date indicates relatively little impact on the
integration of acute and long-term care under this model.

PACE: The Program of All-Inclusive Care for the Elderly (PACE) provides the full range of primary,
acute and long-term care services required by the nursing home certifiable population through an adutt
day care model which discourages institutionalization. Services are financed through Medicare,
Medicaid and private resources and about 90% of PACE residents are dually eligible for Medicare and
Medicaid. Providers receive a capitated pay from Medicare and/or Medicaid to provide the full
range of services. PACE represents a risk management model focusing on the opposite end of the care
spectrum from SHMOs. Since PACE enrolls only the frail, nursing home certifiable population, the
program has a more fully integrated orientation toward patient care than the SHMO model. PACE
programs have beea forced to focus more extensively on restructuring of service delivery since they are
financially at risk for any services needed that exceed the combined monthly capitation payment for a
very high cost service group. Unlike the SHMOs, however, PACE programs have not focused on
primary prevention strategics since envollees are severely disabled when they enter the program.
Although no formal evaluation of PACE programs have been conducted to date, the PACB Program
indicates that sites have been effective in providing services at an average savings of 15% below what
it would have cost to care for the same population in 2 nursing home setting.

End-Stage Renal Disease Program (ESRD): About 80% of ESRD program costs are financed
through the Medicare program. Anmual costs for 1995 are projected at $10 billion for dialysis patients
alone, or about $48,000 per patient for the estimated 200,000 beneficiaries. Medicare costs for
dialysis patients can be decreased as much as 20% from the fee-for-service system when patients are

- cared for within an integrated financing and delivery system such as proposed in the Chronic Care Act.
Projected savings of $2 billion would come from reduction in per patient cost increases, reductions in
hospitalizations achicved through carly referral, aggressive care management and adherence to practice
guidelines, and a reduction in outpatient ancillary costs.

Hospice: Hospice care is a special way of caring for terminally ill patients and is available under Part
A of Medicare. Services primarily are delivered in a patient’s home, inchuding reasonable and
necessary medical and support services furnished by an interdisciplinary team. Rour studies conducted
to date have projected cost savings for the hospice program when compared to the Medicare fee-for-
service system. These savings ranged from 3% to 32%, depeading on length of stay among other
factors.

Evercare: Bvercare is a managed care program for nursing home residents which coordinate« all acute
care services for residents. The cost savings results of this program have been impressive. Tota cos
have boen reduced by 30% compared to fee for service armngements. Savings bave been achieved by
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reducing hospital admissions by approximately one-third, decreasing average lengths of stay in a
hospital by almost 50% and increasing preventive, skilled and subacute care services for nursing bome
residents.

Public sector approaches to health care cost containment have focused disproportionatly on
restructuring the way care is financed without simultancously addressing the structural problems in
health care delivery and administration. Further, demonstrations such as the Social HMO and PACE
have focused on a segment of the total problem. Such limitations prevent vs from being able to
accurately access the cumulative cost-savings possible through continuous interventions at various
stages of chronic discase. A second drawback to the demonstration model is that demonstrations are
implemented in a artificial environment, freezing in place certai h designs and prohibiting
modifications as leaming occurs. Frequently,.they operate under waivers that uncouple operations
from the realities of mainstream providers. The changing dynamics in health care require a
recngineering approach to change implemented in mainstream environments through a phased-in
approach under flexible but carefully monitored arrangements rather than a research and demonstration
strategy. The Chronic Care Act represents such as opportunity.

IV.  COST CONTAINMENT THROUGH SYSTEMS TRANSFORMATION

NCCC has developed a legislative proposal which would restructure the financing, delivery and
administration of Medicare and Medicaid benefits, streamline duplicative and conflicting regulations,
and increase provider flexibility in the way care is delivered. The central vehicle for achicving these
goals would be the establishmeat of chronic care networks, a consolidated provider category under the
Medicare and Medicaid programs.

Chronic Care Networks (CCNs) represent alliances among the major providers of chronic care
services, including primary and acute care, transitional care, and residential and community-based
long-term care providers who function under integrated administrative, financing and delivery
arrangements. CCNs would bave the discretion to serve a predefined program serving the chronically-
il or a set of program categories. For example, some may choose to specialize in ESRD or acute
episodes of chronic illness such as strokes and hip fractures. Others may treat many types of chronic
conditions such as all primary, acute and long-term care problems for persons dually eligible for
Medicare and Medicaid or all persons certified as nursing home eligible. All Medicare and Medicaid
services provided by a designated CCN would be subject to a single set of regulatory requirements,
performance standards, payment methods and administrative procedures for monitoring and reporting.
CCNs would be certified by a national nonprofit organization with special skills in assessing network
integration capabilities in serving the chronically-ill.

To become certified as 8 CCN, provider networks would need to meet the following requirements:

* Integrated Continuum of preventive, primary, acute, transitional and long-term care
services with providers following a common set of care protocols and quality measures;

hd Integrated Care Management coordinated by an interdisciplinary team of health care
professionals with the authority to manage utilization, cost and care across the spectrum
of CCN services;

. Provider Network Contracting under pooled financing to reduce duplication of services
and increase provider flexibility, ﬁxed-dollarorupmledpnymmutohmtw
costs and shared risk financing to create incentives for collab
clinical, quality and cost targets;

. Integrated Information Systems that allow providers to track utilization, cost, quality
and outcomes data across time, place and profession;

. wmmmsmfmmmmuwmpufmmdfm
ch in resp rk performance trends.

1L P P

. Disability prevention guidelines consisting of standardized methods for managing care
across time and setting to prevent, delay or minimize the effects of disability
progression.

CCNs also would be required to employ scif-help information, assistance and applied technology and
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chroaic care expertise. Consumers receiving services from CCNs would have the right to participate
in care decisions and choose providers outside of the CCN by paying additional charges for out-of-plan
utilization.

Services would be financed through the Medicare and Medicaid programs based on the payment
method established for each chronic illness category eligible for reimbursement such as ESRD,
hospice, etc. Different rate structures and payment methods would be established for each program
category and for conditions within each program category. Some programs would offer a capitated
payment while others would offer a fixed dollar or per case payment based on expected service
utilization or duration of episode. The Secretary of HHS would have the authority to establish a single
payroent for all Medicare and Medicaid benefits provided by a CCN for a defined service group or
popalation with all payment equal to or less than 95% of the fee-for-service costs in a defined
community. CCNs initially would receive payments through a Medicare HMO, Competitive Medical
Plan or other method until the entities establish the risk-financing capabilities to administer payments.
At that time, HCFA or state administering agencies could make direct payment to the CCN.

The Chronic Care Act would produce savings in ] ways: (1) improved care and outcomes; (2) by
eliminating duplication and fragmentation among services; (3) by streamlining regulatory requirements;
(4) through spending caps; and (5) through the development of technological strategies which could
reduce labor, transportation and other costs. In addition, no CCN would be paid at a rate that exceeds
95% of costs under a fee-for-service arrangement in a given community. The costs will never be more
and there will be incentives for further cost reductions. Any savings over traditional costs would be
dendedeqml]ybetwamthepmvxdernuworkmdtbFedualgovmmem Federal savings would be
divided equally between deficit reduction and reinvestment in ing the health care system. In
cnseswhemMed:aremdMed:wdfnndsmpooled HCFAwwlddetemmehowtonumthese
savings between the Medicare and Medicaid programs.

To assure quality under CCNs, the Secretary would designate a national certification and review .
organization to develop and implement a continuous quality assurance program for persons with serious
chronic conditions with the support of emerging information systems technology. Certification methods
would be established in accordance with CCN crizeria identified in this Act. The Secretary also would
establish a quality assurance program for persons with serious chronic conditions to identify:

L] risk factors and interventions associated with progression of chronic conditions;

[ interrelationships among medical, functional, cognitive, social and environmental
conditions;

L the clinical and financial efficacy of different treatment protocols for specific chronic

conditions;

L] indicators of client satisfaction;

L a core data set (e.g., unhnmconsquhtywmu,etc)mdmahodsformovmg
towards outcome-based accountability;

o other factors affecting clinical outcomes and costs.

The Act also calls for the establishment of a public-private parmership among Federal and state
govemnments, foundations, corporations and providers to help finance health systems reengineering.
Initiatives would be developed in the following areas:

[ consolidated public administration: streamline and integrate public aoministration for
financing, monitoring and evaluating chronic care services

L new payment methodologies: provide financial incentives for integrating care across
providers and settings to improve quality and reduce costs

L integrated care management: establish protocols for managing the multidimensional
dimensions of care across episodes of illness as well as duration of condition

e integrated information systems: establish an integrated information management
enabling all purchasers, payors and providers serving a single client to track service
utilization, costs and outcomes over life of disabled individuals

L] health professions education: establish interdisciplinary education and training
programs focused on chronic illness
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L4 applied research: identify new technologies and delivery methods that increase quality
and client satisfaction and reduce aggregate health care costs

Technical assistance would be required to implement the new health care infrastructure. The resource
centers on chronic care integration would be cstablished to assist purchasers, providers and payors in
the following areas:

L] assist the Secretary and states in identifying and climinating Federal and state regulatory
barriers; :

assist organizations in implementation of chronic care networks;

establish health care education programs, including primary care in geriatrics;

develop new technologies for serving chronically impaired;

conduct basic research on preventing the three highest cost chronic conditions.

V. CONCLUSION

In closing, 1 would like to underscore the need to alter several strategic assumptions regarding the
restructuring of our health care delivery system. First, we must shift our focus from an acute care
orientation which micro-manages individual components of the health care system to a chronic care
orientation which manages the needs of specific populations across time, place and profession. Second,
we must streamline legislative and regulatory requirements governing health care administration,
fineancing and service delivery and adopt standardized policies and procedures. Such actions will give
providers the flexibility to make treatment decisions based on patient care needs and the most cost-
effective combination of services and allow payors to collect uniform information on cost, quality and
outcomes for specific health care conditions. Integrated information systems will be critical to the
development of standard outcome measures and payment methods which reward quality care.

Third, we must establish new payment systems characterized by pooled, fixed-dollar, shared risk
financing which aligns provider incentives to work collaboratively toward common clinical outcome
and cost targets. Fourth, we must recognize the interdependence between Medicare and Medicaid and
the need for more consistent policies to ensure continuity of care, prevent cost-shifting and reduce
overall system costs. Fifth, successful cost containment strategies must not be limited to financing
reform alone, but must embrace a fundamental restructuring of our administrative and delivery
systems.

The Chronic Care Act is imtended to achieve each of these goals through the establishment of a
consolidated provider category which would be subject to a single set of payment policies, reporting .
requirements and evaluation procedures. Chronic care networks would function as fully integrated
delivery system for Medicare, Medicaid and dually eligible beneficiaries. We are not suggesting that
the Chronic Care Act is a panacea. It is not a "full-blown" proposal which addresses all of the
problems in our health care delivery system from insurance to fraud and abuse

reforms. And as currently designed, the approach is limited to the Medicare and Medicaid
populations. However, the Act is consistent with the goals of the 104th Congress in the areas of deficit
reduction, regulatory reform and Medicare and Medicaid restructuring. It represents one approach for
applying principles of integrated delivery and managed care to the Medicare program, Furthermore,
we believe that our approach can easily be translated to private sector programs and that private
insurers and employers will use this model in the future.

On behalf of the National Chronic Care Consortium, I appreciate the opportunity to weigh in at this
critical junction when the Ways & Means Health Subcommittee is considering alternative for
restructuring the Medicare program. The NCCC stands ready to assist you in any way we can as you
move forward with the development of a legislative proposal.
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Chairman THOMAS. Thank you very much, Mr. Bringewatt.
Mr. Jasper.

STATEMENT OF W. MARK JASPER, CHAIRMAN, AMERICAN
ASSOCIATION OF PREFERRED PROVIDER ORGANIZATIONS

Mr. JASPER. I would like to thank you for inviting AAPO, the
American Association of Preferred Provider Organizations, to par-
ticipate in this important hearing. The AAPO is the national trade
association for preferred provider organizations or PPOs for short.

Since the eighties, PPOs have been available to the under-65
population. PPOs were a marketplace response to the health plan
sponsors who are seeking to reduce the rate of medical cost infla-
tion without reducing benefits, and while retaining free choice of
physicians.

In the private sector now, there are 79 million people in PPO
plans, 802 PPO plans. That compares with 55 million in 564 HMO
plans. Clearly, there has been a rapid growth of PPOs, and this re-
flects their acceptance by patients, by providers, as well as the pur-
chasers of health care.

Indeed, a recent major employer health benefits study reported
that PPO plan typed had the lowest medical cost increase in 1994
over 1993, the lowest including HMOs. So PPOs had the lowest in-
crease in that study nationwide.

As we look at Medicare today, we see that there are less than
10 percent of the beneficiaries in HMO plans, and the remaining
90 percent does not have access to a PPO type plan, which is so
prevalent in the private sector. We believe the absence of PPOs as
a choice and option for Medicare in part explains why the Medicare
cost increases have exceeded the private sector’s cost increases in
recent years.

It is our strong recommendation that Congress legislatively en-
able PPOs to become direct contractors with HCFA, so that PPOs
may be offered as a choice to beneficiaries to achieve the dual goals
of slowing the rate of cost increase and maintaining beneficiary sat-
isfaction.

If you are not familiar with PPOs, they are corporate entities
that contract with networks of health care providers and in turn
contract with the purchasers or plan sponsors of health benefits
who then offer those networks as an option. PPO entities have a
variety of ownership forms, but it is important to note that most
PPO entities are not insurance companies. Some are owned by in-
surance companies.

PPOs use cost control methods that are not now employed by
HCFA. By agreement with contracting physicians, PPOs manage
the necessity, appropriateness, and level of health care services.
This utilization management results in tangible savings and cost
efficiencies in the health care system. PPOs also utilize different
rate methods with providers than HCFA does.

For part A hospital services, PPOs pay typically on a daily basis
rather than a per admission basis. As length of stays are shorten-
ing, this can often result in less cost than the current Medicare
method. For part B diagnostic services, PPOs often pay a fixed rate
well below the discounted rate that Medicare currently pays for
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such diagnostic services in part B. PPOs are available now as a
means to introduce to Medicare beneficiaries managed care.

AAPPO has the following recommendations for the congressional
legislation that we believe would build upon successful innovations
in the marketplace. First, enable direct contracts between HCFA
and PPOs. This is similar to what is currently done between PPOs
and self-funded employer health plans. Second, modify current Fed-
eral law and regulations to permit PPOs to assume full or partial
risk arrangements. Third, require accountability of all managed
care plan types to protect the interests of beneficiaries.

The AAPPO’s board and staff stand ready to assist with the im-
plementation of these recommendations. With your permission, Mr.
Chairman, we would like to submit the official PPO definition of
our organization to be appended to our testimony for the record.

Thank you.

Chairman THOMAS. Without objection.

[The prepared statement and attachment follow:]
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Good morning, Mr. Chairman and members of the Subcommittee. I am Mark Jasper,
Chairman of the American Association of Preferred Provider Organizations (AAPPO). T am
also CEO of PROHEALTH, Inc., a PPO management firm in San Marino, California. On
behalf of AAPPO, 1 am very pleased to take part in this important hearing, and to share with
you our ideas for strengthening and improving the Medicare program.

AAPPO is the national trade association representing a large segment of the PPO industry and
its partners in managed care, such as employers, insurers, and providers. Since its founding
in 1983, the rapid growth of the association’s membership has paralleled the dramatic
expansion of network-based managed care. The more than 1,000 members include
comprehensive medical/surgical networks, as well as specialty networks offering benefits for
mental health, dental and opthalmic services, workers’ compensation, and the like. Through
its members, AAPPO represents a significant portion of both the delivery systems and
recipients of health care in the United States. Data just in from AAPPO’s about-to-be
published 1995 Directory of Operational PPOs documents 802 active PPO networks in the
United States, extending coverage to approximately 79 million eligible employees.

AAPPO believes strongly that Medicare needs to come into step with the private sector in
delivering and paying for health care services. The public program’s need to contain cost
while maintaining accessibility and quality is the very same need that motivated the employers
who are the primary private-sector purchasers to develop new health care strategies. Among
the successes has been developing a means of managing fee-for-service medicine: the PPO.

The private health care market today is immensely competitive. It is no coincidence that
runaway cost trends -- the annual double-digit increases that marked the last decade -- have
moderated. This is the way the marketplace is supposed to work. Robust competition
encourages product improvement and brings down costs, benefiting investors and consumers
alike. In this case, both the federal government and Medicare beneficiaries have much to
gain.

We agree with many members of Congress that Medicare beneficiaries should have the same
choices available to their privately-insured fellow citizens. The success that PPOs have
achieved in delivering choice and quality while substantially reducing costs offers a model
that Congress can turn to in meeting the twin challenges of reducing the growth in Medlcare
expenditure while expanding choice to older Americans.

The PPO: Another Managed Care Option

A PPO is an entity through which employer health benefits plans and health insurance carriers
(collectively, payers) contract to purchase health care services for covered beneficiaries from a
selected group of "preferred” participating providers, including hospitals, physicians, and
diagnostic facilities. Benefit plans offer a PPO network to eligible participants as an effective
means of furnishing access to an array of qualified providers. The PPO is a separate,
identifiable legal entity that can have various types of owners, including entrepreneurs,
insurers, and providers. PPOs contract directly with their payer customers -- as we would
envision them contracting directly with HCFA in the Medicare context.

A PPO’s preferred providers generally are selected on the basis of their cost efficiency,
community reputation, and scope of services. Payers offer financial incentives to the covered
beneficiaries to encourage them to obtain needed health care services from the preferred
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providers. In return, the participating providers agree to conform to certain utilization
3 management and quality management requirements established by the PPO and to accept
-contractually set reimbursement levels for their services.

Unlike HMOs, PPOs do not require their members to use only PPO providers. Individuals
with PPO coverage are permitted to use non-PPO providers if they are willing to pay higher
levels of coinsurance or deductibles. As a result, the PPO offers more consumer choice of
provider.

In 1994, PPOs were offered by 40 percent of employers with 10 or more employees,
according to a survey of employer-sponsored health plans by the firm Foster Higgins. The
average per-employee cost for PPO coverage for large employers actually dropped from 1993
to 1994, and four-fifths of plan sponsors characterized their PPO as effective in controlling
costs.

Benefits of a Medicare PPQ Option '
Since the early 1980s, the federal government has sought ways to reduce spending for

Medicare-covered health services. Notwithstanding efforts focused on price-setting, costs
have continued to rise because of utilization increases. It has become abundantly clear that
cost containment cannot be achieved merely by cutting back on payment rates without
addressing utilization as well. For more than 90% of current beneficiaries, Medicare is
merely an unmanaged fee-for-service entitlement program. By contrast, the private sector has
controlled its fee-for-service expenditure through reliance on PPOs to manage both rates and
utilization. )

Even where the government has attempted to address utilization through a capitated payment,
it has met with limited success in controlling Medicare expenditures. The Department of
Health and Human Services moved into managed care in the 1980s, contracting on a risk
basis with HMOs for the provision of comprehensive health services to Medicare
beneficiaries. However, enroliment in HMOs by Medicare beneficiaries has been quite
limited over the years, and HMOs have not achieved significant penetration of the Medicare
market.

The private insurance market in the early 1980s also had just two options -- indemnity plans
based on fee-for-service and the HMO with its lock-in requirement of enroliment. The
market demanded more, and PPOs were the response. As described above, payers with a
PPO option use financial incentives to encourage the consumer’s use of the managed care
features of the PPO. [ have found in my own PPO management experience -- and my
AAPPO colleagues will bear me out -- that 60-70% of health care services obtained by PPO-
eligible persons are provided by network providers. Because of the flexibility inherent in a
PPO, these arrangements are popular with consumers and providers alike.

PPOs are successful in reducing unnecessary utilization while allowing consumers to choose
their own health care providers from a select panel of quality, low-cost providers. By adding
a PPO option to Medicare, increased savings and controlled utilization can be achieved while
offering an attractive managed care alternative to beneficiaries. Indeed, those who have been
reluctant to venture into managed care because of the "lock-in" nature of provider panels
should find PPOs particularly appealing.

PPOs have contractual agreements that physicians, hospitals, and other providers accept
voluntarily, pledging to help develop and to participate in utilization review and quality
assurance programs. A collaborative, non-adversarial relationship is fostered between the PPO
and its physicians, based on a mutual commitment to cost-effective, high-quality health care
and reinforced by the dramatic success their partnerships have enjoyed.

As PPOs have proliferated across the nation, they have developed tremendous aggregate
capacity for the enrollment of new beneficiaries. More so than other managed care models,
PPOs tend to be characterized by a broad array of providers, both physicians and hospitals.
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PPOs offer Medicare savings in several areas:

. Utilization review: Prospective and concurrent reviews reduce unnecessary
admissions and surgeries.
. Part A: PPOs may negotiate hospital rates at levels lower than DRG

payments. DRGs were based on length-of-stay assumptions that have been
reduced in practice. Medicare has not participated in the savings generated by
this reduction. Most PPOs pay a per diem rate and manage length-of-stay with
their physicians. A cost-per-admission based on a PPO per diem may easily be
less than the corresponding DRG level.

. Part B: PPOs make extensive use of freestanding facilities with lower
overhead costs than hospitals for outpatient diagnostic and treatment services.
Payment typically is at negotiated fixed rates, less than the cost-based discount
rates currently payable under Medicare.

PPOs and Risk

Most PPOs are not licensed as insurers and do not bear insurance risk. They typically are
compensated on the basis of a per-member-per-month administrative fee. Capitated
arrangements, characteristic of HMOs, are not common among PPOs. While some PPOs are
exploring the process of becoming legally qualified as risk-bearing entities, and some indeed
have done so, others are not prepared to recast themselves, in effect, as insurance carriers or
HMOs.

AAPPO proposes that both standard and risk-bearing PPOs be recognized by Medicare. In
the standard arrangement, a PPO would qualify as an eligible Medicare contractor through
meeting federal standards related to the functions it performs (e.g., provider credentialing and
contracting, utilization and quality management, review and complaint procedures). A
qualified PPO would receive a per-beneficiary-per-month fee in return for making available its
network, its negotiated rates, and its utilization and quality management services. HCFA
would thus stand in the same relation to the PPO as self-insured employers do now. Such
employers enjoy a cost/benefit trade-off in the neighborhood of 10 to one, savings achieved
through PPO management compared to the monthly administrative fee paid.

In a variation on the standard arrangement, the PPO’s administrative fees could be augmented
or reduced based upon its success or failure to meet performance targets negotiated between
the PPO and HCFA. :

Finally, as noted, some PPOs are interested in pursuing risk contracts with HCFA. AAPPO’s
proposed risk option would establish by law a means whereby PPOs could become federally
qualified, irrespective of their status under state licensure, by demonstrating compliance with
federal standards similar to those now established for HMOs.

Conclusion

AAPPO has been pleased to receive favorable comments from members of this Subcommittee
about adding a PPO option to Medicare. PPOs have been a boon to the private sector, and
will prove a boon to Medicare as well. AAPPO understands that PPO participation would be
in the context of a menu of choices for Medicare beneficiaries -- a prospect that we applaud,
having every confidence that PPOs can hold their own in healthy competition. We ask you,
though, to keep in mind the importance of real as opposed to apparent variety. There always
exists a temptation to minimize complication by putting everyone through the same regulatory
slicer. PPQOs want to compete as PPOs, not as some quasi-HMO hybrid cut to fit the
confines of the existing risk-contracting statute.

1 thank you for this opportunity to represent AAPPO before you today, and look forward to
working with you as the budget reconciliation bill takes shape. AAPPO will be happy at any
time to discuss our option proposal with you in greater detail.
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THE PPO: PREFERRED MANAGED CARE

The Preferred Provider Organization (PPO) is the fastest-growing form of managed care
organization, offering more choice than any other managed care model. A PPO promotes
appropriate high-quality health care services and controls the growth of health care costs.-
Benefit plans offer a PPO network to eligible participants as an effective means of providing
access to an array of qualified providers. The PPO integrates the financing and delivery of
health care and adds value to all key parties through services such as:

To patients: carefully selected credentialed providers, lower out-of-pocket
costs, grievance procedures

To payers: cost control, quality review, broad geographic service areas
To providers: source of new patients
In order to fulfill these commitments, a PPO has the following functional characteristics:

A PPO tracks the numbers and geographic locations of its patients and providers in order to
monitor adequate patient access to a full range of contracted and fully credentialed
providers as required by the product (e.g., general medical/surgical, specialty services,
workers’ compensation, etc.) being offered. A stable network is maintained through
management of provider turnover and a formal program to discourage inappropriate out-of-
network referrals. The PPO encourages its eligible patient population, through education and
benefit plan design (i.e.,cost-sharing incentives), to use network providers, and facilitates the
provider’s ability to identify eligible patients.

A PPO has a formal written program for credentialing and recredentialing providers that
includes specific criteria, an application process, primary source verification of key
credentials, and a decision process with physician input. The program applies, with
appropriate tailoring, to all provider types represented in the network. Recredentialing
includes evaluation of quality and utilization data, patient satisfaction measures, and
grievances.

Reasonable payment methodologies allow a PPO to achieve measurable savings for its
patients and its payer partners. A PPO offers competitive and equitable compensation to
provider members, controls payment-level adjustments by contract and formal monitoring, and
uses the reimbursement mechanism to create incentives for efficient provider practices.
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Where permitted by law, PPOs may assume financial risk and enter into risk-sharing
arrangements with providers.

Formal programs for utilization management and quality assessment are essential to an
effective PPO. Both programs share the aim of optimal utilization of health care services to
avoid both over- and under-utilization. A utilization management program manages care
prospectively, concurrently, and retrospectively. The needs of individual patients are
addressed on a a case-by-case basis. The quality assessment program examines opportunities
for improvement in all care settings and by all provider types. It uses mechanisms such as
practice guidelines, preventive health measures, outcomes studies, access measurement, and
patient satisfaction assessment. Under both the utilization and quality programs, providers
have access to performance-specific feedback and a formal written appeals process.

A PPO is financially viable. This entails diversified revenue sources, such as payer fees for
network access, utilization review/quality assessment, and other services (e.g.,bill audits,
retrospective review). Such fees are paid on an administrative-fee and/or percentage-of-
savings basis. A PPO also may receive revenues from services to providers. Risk
arrangements with payers involve a variety of payment methodologies. A PPQ observes
standard business and financial practices, e.g., budgeting, accounting, auditing, and insurance.

A PPO establishes contractual relationships with the payers and providers of health care
and the appropriate intermediaries, binding these parties to the respective duties and

responsibilities necessary to satisfy the PPO purpose, role, and functions described in this
definition.

The legal definition of PPOs varies based on state law. Most PPOs are not licensed as
insurers.

Ppodef706
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Chairman THOMAS. Thank you very much, Mr. Jasper, for your
testimony.

Mr. JAsPER. Thank you.

Chairman THOMAS. Mr. Strand.

STATEMENT OF DAVID STRAND, PRESIDENT, HEALTH PLANS
GROUP, ALLINA HEALTH SYSTEM, MINNEAPOLIS, MIN-
NESOTA; ON BEHALF OF MEDICARE FAIRNESS COALITION

Mr. STRAND. Thank you, Mr. Chairman and Members of the Sub-
committee. .

My name is David Strand, and I am president of the Health
Plans Group of Allina Health System, which is a Minneapolis
based integrated system of hospitals, clinics, nursing homes, and
managed care plans. We own and operate an HMO called Medica,
which is a nonprofit health maintenance organization serving over
700,000 members in Minnesota and western Wisconsin. We also
serve approximately 80,000 Medicare beneficiaries through a vari-
ety of arrangements with the Federal Government. We have been
contracting with HCFA for this purpose for the last 15 years.

We are here today to talk to you about some of the experiences
we have had as an organization, as well as other similar HMOs
who make up the organization we call the Medicare Fairness Coali-
tion. This coalition is a multi-State group of managed care organi-
zations who support reform of the Medicare Program, supporting
the need to control spending in Medicare and to increase the
choices of Medicare beneficiaries. We include health plans offering
services in Washington, Minnesota, Oregon, and Idaho. While we
are a new organization that is fairly newly formed, we serve at
present approximately 250,000 Medicare beneficiaries.

The message I would like to leave with you today is very simple
and straightforward. The success of any of the reform proposals
you are considering depends in part upon addressing dramatic re-
gional variation in Medicare capitated payments that presently
exist across the country today. Regional variations that cannot be
explained by differences in costs that penalize rural areas and es-
pecially rural States, that penalize efficient markets, and that cre-
ates significant inequities for the elderly based solely on the acci-
dent of where they happen to retire. The geographic disparity that
exists today is very significant.

In 1995, the Medicare payment rates to HMOs varied geographi-
cally from a low of $176 per month in the lowest county to a high
of $647 per month in the highest county, a difference of 367 per-
cent. Included with my written testimony and on the charts that
I have here today are some illustrations of these regional dispari-
ties that you will see are rather significant and which I would be
pleased to answer questions about on a specific basis during the
question and answer session.

When you go about designing ways to control spending growth,
across-the-board cuts will intensify the disparity that exists today
and will increase the unfairness. So we believe that any market-
based solution that you address should fix this underlying problem
with regional disparity in order for the reform to be successful.

It would be natural for you to ask whether or not this variation
can be explained on the basis of cost-of-living differences. The an-
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swer to that question is no, that is not an explanation. In order to
determine what a real difference in cost from region to region and
what differences can only be explained by utilization of services, we
have analyzed DRG rates as a basis for comparison.

HCFA allows the DRG rate to vary from region to region based
on a hospital price index that computes legitimate differences in
measurable labor and price inputs. Currently, the variation based
on cost of living is plus or minus 7 percent. HMO reimbursement,
on the other hand, as I mentioned before, varies by over 350 per-
cent, far in excess of the 14-percent difference in variation in the
DRG range. Clearly, regional variations in cost account for the siz-
able variation in reimbursement under HCFA's current methodol-
ogy.

Now, this is not just a problem for health maintenance organiza-
tions receiving reimbursement from the Federal Government. Rath-
er, it is a significant problem for the elderly who happen to live in
counties served by these health maintenance organizations. The ge-
ographic disparity has the greatest negative impact on Medicare
beneficiaries who live in these types of counties.

If I could leave a specific example with you, let us take the case
of two Medicare beneficiaries, one who chooses a managed care
plan in Seattle and one who chooses a managed care plan in Los
Angeles, Ms. X, who lives in Seattle, and Ms. Y living in Los Ange-
les. Remember that both have paid the same amount into the Med-
icare system over the course of their working lives, 2.9 percent of
payroll.

Despite the similarity in their contributions, they will receive
vastly different benefits in their HMO options due to the accident
of where they happen to retire. Ms. Y’'s HMO in Los Angeles Coun-
ty is paid a rate of $558 per member per month. Ms. X’s HMO in
Kings County receives $377 per month.

The inequitable payment rate means that a Seattle senior may
pay between $600 and $1,800 more per year to choose managed
care, while the Los Angeles senior will receive all the Medicare
benefits plus supplemental benefits that the HMO can afford to
provide, without any additional contribution of premium. In other
words, in areas with high payments from Medicare, beneficiaries
get more and pay less out of pocket than those in lower payment
areas.

The health plans like ours who have done business in efficient
markets have struggled with this problem for years. We have had
to reduce our benefits, raise our premiums, while trying to provide
high-quality care to the elderly. In short, the present system penal-
izes rural areas, it penalizes efficient markets, but, most impor-
tantly, it penalizes the Medicare beneficiaries.

We urge Congress to address this problem as part of your efforts
to reform the Medicare system as part of your effort to preserve
choice within a managed care system.

Thank you, Mr. Chairman.

[The prepared statement and attachment follow:]
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SAVING MEDICARE AND BUDGET RECONCILIATION ISSUES
"FAIRNESS IS ESSENTIAL TO MEDICARE REFORM"

Statement of David Strand, President
Health Plans Group, Allina Health System
Minneapolis, Minnesota

on behalf of the Medicare Fairmess Coalition

Before
The Committee on Ways and Means
Subcommittee on Health
U.S. House of Representatives
Washington, D.C.

July 19, 1995

Mr. Chairman and members of the Subcommittee on Health, my name is David
Strand. I am President of the Health Plans Group of Allina Health System. Allina is
composed of hospitals, nursing homes, clinics and managed care health plans.
Allina’'s HMO, which is called Medica, is a non-profit health plan in Minnesota.
Medica currently serves over 700,000 HMO members, including 80,000 Medicare
beneficiaries enrolled in TEFRA risk, cost or HCPP arrangements. Medica has been
contracting with HCFA to serve Medicare beneficiaries for nearly 15 years.

I appreciate the opportunity to appear before you today to share with you some of
the experiences of my company and other HMOs who make up the organization we
call the Medicare Fairness Coalition.

Who Are We?

The Medicare Fairness Coalition is a multi-state group of managed care
organizations who support modernization of the Medicare program. We recognize
the need to control spending in Medicare and to increase the choices of Medicare
beneficiaries.

We include health plans offering services in Washington, Minnesota, Oregon, and
Idaho. We are a fledgling organization, but we have attracted the interest of
hospitals systems, rural health organizations, state hospital organizations, and other
health plans across the country who share our concerns. At present, our health
plans serve approximately a quarter of a million Medicare enrollees.

Why We Have Formed The Medicare Fairness Coalition
Our message to members of Congress can be simply stated:

By now you have heard many different proposals for fixing the Medicare system, for
saving the Trust Fund and offering more choices for beneficiaries. We are here to
suggest based on real experience all over this country that the success of any of these
reform proposals depends upon addressing the dramatic regional variation in
Medicare capitated payments.
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We cannot control growth in the Medicare program angd offer beneficiaries greater
choices among competing health plans without addressing the wide geographic
inequities in Medicare HMO payments.

The good news is that if we do work toward eliminating unfair disparities, we can
achieve the savings goals in the Budget Agreement and open up markets all over
the nation to a wider variety of health plans. The result will be greater equity for all
Medicare beneficiaries regardless of where they live.

Our goal today is to explain the causes of geographic disparity in Medicare payment
and the consequences of that inequity for beneficiaries. In brief, every American
Ppays 2.9% in payroll taxes to be assured access to hospital care when they retire.
Many benefidiaries also choose to pay a premium in addition to receive physician
services.

But, in 1995, the Medicare payment rates to HMOs varied geographically from a low
of $176.00 per month in the lowest county to a high of $647 per month in the
highest— a difference of 367%!

In nearly half of all counties in America, health plans rarely offer a comprehensive
benefit package because the payment rate is too low to break even.

The result— some beneficiaries in high payment areas get more benefits, more
choices, and pay less out-of-pocket than similarly situated elderly who happen to
live in low payment areas. When Congress designs ways to control spending
growth, across-the-board cuts will intensify the disparity and the unfaimess will
increase. This will deter a variety of health plans from offering choices to
beneficiaries and will effectively close many markets to managed care options.

Background of Medicare Managed Care

In 1965, Congress guaranteed health insurance coverage for retirees and the disabled.
Medicare was modeled on the prevailing fee-for-service insurance programs,
reflecting the way health care was delivered at the time. Medicare paid hospitals
and providers for each service—hospitals under Part A and physicians under Part B.

In the mid-1970s, HMOs began to thrive in some communities as an alternative to
fee-for-service. HMOs offer a comprehensive set of benefits through an i
network for providers for a single prepaid premium. In 1982, Congress gave seniors
the opportunity to choose either traditional fee-for-service Medicare or a new HMO
package. Under the HMO option, called TEFRA risk contracts, Medicare HMO
members could receive comprehensive integrated health coverage with little
paperwork, more benefits, no deductible and low copayments.

A payment formula was developed that was tied to the fee-for-service spending.
Starting with historical fee-for-service costs, HCFA calculates an average rate
annually called the USPCC (United States Per Capita Cost), and then calculates
separate rates for each county in the nation.

Through a series of subsequent steps, HCFA derives what is known as the AAPCC
(Average Adjusted Per Capita Cost). The AAPCC reflects various demographic
adjusters, and incdludes Part A which reflects hospital spending and Part B for
physician and outpatient services in the fee-for-service side. Part A and Part B
dollars are combined and health plans are paid 95% of that rate.
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Congress Did Not Intend To Create Wide Regional Variation
—Efficient and Inefficient Markets

What no one anticipated was the dramatic change in how medicine was practiced in
a growing number of markets. Recently, HMO growth has flourished in the private
sector. There was a 10-12% growth in 1994, with a total of more than 50 million
members nationwide.

An important effect of HMO growth in some markets has been a slowing of medical
cost increases in these markets. To compete, fee-for-service plans try to emulate the
efficiencies in the managed care sector, and wasteful practice patterns and
unnecessary capacity decline. This reduces overall medical costs which are reflected
in the AAPCCs.

Let me give you an example from our state. HMOs, PPOs and integrated care
systems have quantifiably reduced costs for both the public and private sectors.
According to national surveys, costs for Minnesota employers are 15-20% below the
national average and their employees enjoy more comprehensive coverage.
(Milliman and Robertson, 1993). Based on the 1995 rates published by HCFA,
Medicare's per-beneficiary costs are 25% less in the Twin Cities than the national
average for urban areas. We are proud to say that the quality of our care and the
satisfaction of our members is extremely high.

As markets become more efficient, growth in the AAPCC has declined in some
areas. In other counties, because of overcapacity, patient demand, and lack of
concern about costs in fee-for-service, volume of care has increased per capita, with
AAPCCs climbing each year often in the double digits.

~The Special Case in Rural Areas

Another aspect of the variation is played out in rural areas. Because of low numbers
of physicians, less Medigap coverage, and fewer high spedialty facilities, per capita
spending in rural areas lags behind most urban areas. While the per capita
spending in high volume markets grew, rural areas have been left way behind.

Medicare HMOs must guarantee easy access to a wide range of comprehensive
services. At the payment rates now available, it is economically impossible to offer
choices to beneficiaries in many rural areas. In the 1980s, many Minnesota HMOs
enthusiastically offered HMO choices in rural Minnesota. However, the low
payment rate soon discouraged them all and now there is no Medicare managed
care available in rural Minnesota.

State by State Comparisons

The Fairness Coalition has developed charts to illustrate graphically the unfair
nature of the current payment methodology. A selection of maps showing state
variation in rates is attached. The Fairness Coalition will be pleased to provide
additional maps to the committee on request.

Note that rural states suffer the lowest AAPCC payment rates, essentially foreclosing
any alternatives to fee-for-service in those areas. States like Nebraska, South
Dakota, North Dakota, New Mexico and Maine illustrate this point. All counties in
these states receive less than the average AAPCC, and for many counties the
payment is well below 30% of the average. Our research indicates that Nebraska
appears to have the largest percentage of counties falling in the lowest range.
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Efficient markets that have reduced overutilization, closed empty hospital beds, and
aim for the highest quality at the lowest price are also penalized. Efficient urban
areas, such as Seattle, Portland, Rochester N.Y., Minneapolis, Honolulu are all well
below the national average. As fee-for-service uhllzanon decreases, the AAPCCs
fall, and plans struggle to continue to offer the extra benefits that are offered in the

high payment areas.

Here are some examples of urban area variations in AAPCC:

Hennepin County (Minneapolis) $362 (per beneficiary per month)
Kings County (Seattle) $377
Monroe County (Rochester NY)  $399

Los Angeles County (L.A.) $558
Dade County (Miami) $615
Philadelphia County (Phil) $625
Kings County (NYC) $646

Cost of Living Differences Do Not Justify The Existing Variations

This variation cannot be explained on the basis of cost of living differences. In order
to determine what are real differences in costs from region to region, and what
differences can only be explained by utilization of services, our actuary looked to the
DRG (diagnostic related groups) program as a model. Medicare pays hospitals on the
basis of DRGs for bundles of services performed. HCFA allows the DRG rate to vary
from region to region, based on a hospital price index that computes legitimate
differences in measurable labor and price inputs. Currently, the variation based on
cost of living is plus or minus 7%.

The AAPCC far exceeds the 14% DRG range by orders of magnitude! We believe
that moving toward a similar variation for capitated payments is a laudable goal.

AAPCCs are Irrational and Unpredictable

According to ProPAC, between 1994 and 1995 in the top 50 counties in terms of risk
contract enrollment, the increase in the AAPCC ranged from 2.1 percent to 9.5
percent. For the most part, growth rates are higher in the inefficient markets and
lower in highly competitive ones.

Left unaddressed, the variation will get worse. Using documented growth trends,r
the variations will increase over the next 7 years. Graph I illustrates how the
disparity will expand if growth continues as predicted on such a widely variable
base.

The inequity is exacerbated by irrational variations across neighboring counties. For
example, Mr. Thomas represents District 21 in California which includes parts of
both Kern County and Tulare County. The 1995 AAPCC for Kern County was $438,
well above the average, and Tulare payment was $334, a full $104 difference per
enrollee per month. Do beneficiaries in Tulare deserve less than their neighbors to
the south?

Similar irrationalities exist in northern Louisiana, which Mr. McCrery represents.
Ouachita county receives $418 per member per month while neighboring Union
receives only $318. Are medical costs that much different across rural county lines?
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Unstable rates are a particular problem in rural areas. Because of small Medicare
populations in some rural counties, variations in use of services can occur from
year to year quite randomly. Thus, it is not uncommon to see major fluctuations on
rates of increase from year to year.

Variation occurs in urban areas as well. The 1995 monthly capitated rate in the
Washington D.C. area varied from $361 in Fairfax County to $543 in Prince George's
County. It is difficult for health plans to care for individuals in a region when the
government payment varies so much. It costs the same to deliver the care in a
Washington hospital whether or not the patient resides in Fairfax County or Prince
George's County.

The instability and unpredictability are additional factors that discourage health
plans from entering and staying in markets subject to these swings.

Beneficiaries Pay the Highest Price

The geographic disparity has the greatest negative impact on the Medicare
beneficiaries, although this problem is not widely known or understood.

Let’s take the case of two Medicare beneficiaries who choose a managed care plan in
their respective communities. Ms. X lives in Seattle. Ms. Y lives in Los Angeles.

Recall that both have paid in the same amount in Medicare taxes (2.9% of payroll)
throughout their working lives. Despite the similarity in their contributions, they
will receive vastly different benefits in their HMO options due to the "accident” of
where they live.

Ms. Y's HMO in Los Angeles County is paid an AAPCC of $558 per member per
month. Ms. X's HMO in Kings County receives $377 per month. Since rebates are
not allowed, the Los Angeles health plan can load on additional benefits, such as
prescription drugs, eye glasses and dental coverage. It may charge no member
premium, can reduce copays and deductibles and still make a nice profit.

The Seattle HMO cannot afford to add additional benefits and must charge a
monthly member premium to cover costs. Those premiums vary from $50 to $150
dollars per month.

The inequitable payment rate means that a Seattle senior may pay between $600 and
$1,800 more per year to choose managed care, while the Los Angeles senior receives
all the Medicare benefits plus lots of extras free of charge. In other words, in areas
with high payments from Medicare, beneficiaries get more and pay less out of pocket
than those in low payment areas.

Health plans who have done business in efficient markets have struggled with this
problem for years. We have had to reduce our benefits and raise our premiums
while trying to compete. Recent GAO testimony before the Commerce Committee,
Subcommittee on Health and the Environment, reported that the number of risk
contracts with zero premium is increasing. Zero premium plans are only growing
in the high pay markets. It is not the case in efficient markets. There are NO zero
premium options in the Portland market, for example. Plans simply can't afford to
offer them and survive.

Chart 1 shows the impact of the differences in two additional tmrkets—aneapohs
and Miami.
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Managed Care Growth is Discouraged, Particularly in Rural Areas

Managed care has the potential to save dollars for beneficiaries and for the federal
budget. However, the current inequitable payment means that growth in Medicare
managed care is taking place primarily in the high payment areas.

The counties in the top 10% of payment rates have approximately 30 percent of the
Medicare population. These areas account for 50% of all the Medicare managed care.
By contrast, the counties in the bottom 50% of AAPCCs, also have 30 percent of
Medicare enrollees, but only 15% of the Medicare managed care.

Let me again use our experience in Minnesota to illustrate this point. In the mid-
1980s, more than 50% of Medicare eligibles in the Twin Cities of Minneapolis-St.
Paul enrolled in the new risk contracts—a full two-thirds of whom had not
previously been enrolled in HMOs. Now, a little over 10 years later, only 9% of
Minnesota's Medicare beneficiaries are in risk contracts and this percent has not
increased since 1990. This is in a market in which managed care for the employed
population has been booming,.

Why? The AAPCC increases have been minima! and in several years we
experienced actual cuts in payment. Plans have had to reduce the extra benefits that
attracted many to the programs in the first place, and also increase premiums, co-
pays etc. Although we are anxious to serve this portion of the population, it is
becoming economically more challenging every year.

The three remaining risk contractors in Minnesota (all of whom are members of
this coalition), offer plans only in the Twin Cities metro area. Beneficiaries in rural
areas have virtually no managed care options. This is true for all of the coalition
member states and many states across the country.

Across-the-Board Growth Limits in AAPCC s Will Make this Problem Worse

It has been suggested that, in order to make savings targets, Congress should allow
Medicare to grow at an average rate of 5% per year until 2002. This would permit
the average annual per capita expenditure to increase from $4800 to $6300 (the
number in the original House proposal) or $6700 (the number in the Budget
Agreement).

Clearly, it is necessary to control the growth in expenditures in the program.
However, if the rate of growth in the federal payment is imposed across the board
the inequities will increase, inefficient markets will continue to be rewarded, and
fewer and fewer areas will offer the choices that are anticipated in a reformed

program.

Some health plans already receive sums in excess of what would be the average in
2002. Plans in Dade County, for example, already receive $7380 per year in 1995!
Plans in Oregon receive $4476 in 1995. Allowing similar growth with this disparity
as a base is patently unfair to the seniors in those markets and to the health plans
seeking to provide quality care to them.

The attached graphs illustrate how much growth would be permissible based on
assumptions underlying the Congressional reform goals. Whether the goal is an
average of $6300 or $6500, or $6700, it is clear that holding the line on the 10 percent
of the counties in the top AAPCCs to smaller growth rates will allow rural areas and
efficient miarkets, which account for the vast majority of counties in the nation, to
reach some level of equity by 2002.
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A transition to equity is often referred to as "normalization” of rates.
Normalization was achieved in the DRG transition and is also part of the RBRVs
(resource based relative value scale) for physician fees. The government will have
to determine what level of contribution it will make to beneficiaries, whether it be
in the form of a voucher, defined contribution, or other arrangement. We believe
that fairness requires that the federal payment be equitably distributed, taking into
account on the legitimate and measurable variation in input prices from market
area to market area.

The Opportunity

Congress has an opportunity to modernize the Medicare program. It can accomplish
its budgetary goals in the process of offering more choices in a competitive
environment.

Provider groups have insisted that simplistic cuts to provider payments will not be
adequate to solve the long-term challenge and could cripple the health care
infrastructure, particularly in rural areas. We hope we have convinced you that
across-the-board cuts in fee-for-service payments to providers or capitation
payments to risk contracting health plans would ignore the wide variation that
presently exists in Medicare spending and would penalize efficient markets and
many rural communities.

There are a growing number of thoughtful proposals on the table that will introduce
competitive market forces to modernize the program by changing both provider and
consumer behavior to reward wiser choices. We applaud the work of the Physician
Payment Review Commission, the Prospective Payment Review Commission, the
Group Health Association of America, the American Hospital Assocation and
others who have called for solutions rooted in the marketplace to improve the
Medicare program in the long run.

We are pleased to provide the committee with copies of our Fairness Coalition
Concept Paper which describes in greater detail our prindples for Medicare reform.
(Appendix 1).

Today, however, our contribution is to illustrate the magnitude and the negative
impact of the geographic disparity in payment on the present Medicare system. We
hope you can see that failure to address the disparity problem will prevent the
Congress from achieving its very laudable goals — savings to the federal budget to
preserve the program and expansion of choices for Medicare beneficiaries in all
communities across the nation.
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Graph 1: If Nothing Is Done, The Disparity Between
TheTop Ten Percent Of AAPCC Counties And The
Bottom Half Of AAPCC Counties Will Increase
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Graph 2: Eliminate The Disparity Between The Top And Bottom
Half Of AAPCC Countles To A US Average of $6300 in 2002 And
Save $270 Billion
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Graph3: Eliminate The Disparity Between The Top And Bottom
Half Of AAPCC Counties To A US Average Of $6700 in 2002
And Save $270 Blilion*
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Chairman THOMAS. Thank you, Mr. Strand.

Before we get to questions, could you just give us an idea of the
key in terms of those colors, so if there is a question we can——

Mr. STRAND. Mr. Chairman, I am sorry that the key is not on
there. It is in the maps that we hopefully provided to the Sub-
committee Members. The key is provided, but basically the colors
that are purple and shades of blue would be colors that are at or
below the national average reimbursement. Those that are shaded
red and green and yellow are above the national average.

Chairman THOMAS [continuing}. For example, if you look at deep
blue through light blue to green, to orange, to red, in terms of the
price structure?

Mr. STRAND. That is correct. A good example of that, Mr. Chair-
man, would be a couple of counties in your district, Tulare and
Kern, which as I understand it are similar counties from a perspec-
tive of cost, but yet the reimbursement for those two counties is
nearly in excess of $100 per month, a good example of a regional
variation that makes very little sense, that penalizes the senior
who happens to retire in one of those two counties.

Chairman THOMAS. You did a good job on the charts. You hit two
out of the three Members who are currently in

Mr. STRAND. We tried to guess.

Chairman THOMAS. Jerry wonders what Wisconsin looks like.

Mr. KLECZKA. They got me before the hearing.

Chairman THOMAS. I want to thank the panel very much.

The gentleman from Nebraska.

Mr. CHRISTENSEN. Mr. Jasper, you commented that you would
like to see the PPO system have a direct relationship with HCFA
and work directly with them. In my reading and my understanding
of this whole dilemma, HCFA is the problem.

I do not know that you would want to have a direct relationship
with HCFA. I think we ought to look to more of an idea that would
allow you to have a direct relationship with the patient. In your
‘comments of the direct relationship with HCFA, what do you see
as the scenario, or what would even be a better scenario, if we were
to streamline HCFA?

Mr. JASPER. Our objective is to afford the beneficiaries with a
PPO option, and these would be plans that would be qualified ac-
cording to standards and criteria that need to be developed. In fact,
we have submitted some outlines to HCFA. We see this as an en-
rollment option where it is the beneficiary who is directly enrolling
into those qualified plans. I guess it was our assumption that, in
order to be offered for enrollment, that a PPO would need a con-
tract with HCFA as it now does for the HMO options.

Mr. CHRISTENSEN. Mr. Strand, on your chart over there, I rep-
resent the little white part on the east side of that little spot of
Omaha. The rest of it is covered by two other individuals. The
white spot means that we are at 10 percent or at the average, is
that correct?

Mr. STRAND. 10 percent or less below the national average.

Mr. CHRISTENSEN. It looks like we are OK, but the rest of the
State is not quite up to par. But I will say that Nebraska, from
what you said earlier, is not quite the cost it is of California, and
relatively we are doing pretty good as a State, quite well.
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You have in your own managed care you said about 80,000 senior
citizens involved in your HMO?

Mr. STRAND. That is correct.

Mr. CHRISTENSEN. How is that working? What has been your ex-
perience? We had a lot of testimony about 1 month ago from some
Arizona HMOs that have been addressing this issue and have sen-
iors. How have you seen your satisfaction with the seniors, and tell
us about your own program?

Mr. STRAND. Thank you for asking. Our program has been we
think very successful. The satisfaction surveys that we received—
we are always receiving ratings on service and quality that are in
excess of 95 percent—seniors are either satisfied or very satisfied
with the plan. In fact, in two of our products last year, the seniors
on a random basis done by the Gallup Poll came in with a 100-
percent rating, satisfied or very satisfied with both the quality and
the type of service they were receiving.

The thing that is concerning the seniors that are enrolled in our
plan today is cost, because as in the State of Minnesota, like Ne-
braska, which receives far less than the national average in most
of our counties, we were having to pass along to the seniors a fairly
significant premium to help supplement the reimbursement we get
from the Federal Government. That means that each year the sen-
iors are having to pay more out of pocket in our State in order to
receive the same type of benefits that than have in the past.

Now, in Minnesota, as I heard the testimony this morning, some
of the questions about the rate of increases that we have around
the country, we are holding the line on costs today. We are expect-
ing premium increases this year and next year to be under the rate
of inflation. I have renewed 25 percent of my business for January
1 at less than 2 percent premium increase in 1995, and that in-
cludes a 1-percent increase in premium taxes that the State has
levied on it.

In short, they are very satisfied with the quality, the service, the
access they receive through our plan, but they are very concerned
about increasing costs.

Mr. CHRISTENSEN. Thank you for your testimony, all three of
you.

Thank you, Mr. Chairman.

Chairman THOMAS. I thank you.

The gentleman from Wisconsin.

Mr. KLECZKA. Thank you, Mr. Chairman.

Mr. Jasper, I have handed to you a chart which shows growth
of private insurance and Medicare.

Mr. JASPER. Yes, sir.

Mr. KLECZKA. Your statement was that private insurance over
the years has done much better than Medicare. This chart that I
have given you seems to contradict that. Do you want to respond?

Mr. JASPER. Certainly. This chart ends in 1993. The statistic I
quoted is a statistic of the change from 1993 to 1994. Interestingly,
1993 is where the lines converge in that the Medicare and private
rates lof growth are almost identical at that point. So it is indeed
a fairly—

Mr. KLECZKA. Give me the percentages for 1994.

Mr. JASPER. Do I have them?
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Mr. KLECZKA. Yes.

Mr. JASPER. I have the ones that are cited in the study that I
made reference to and I have my own experience. They are typi-
cally in the 5-percent level.

Mr. KLECZKA. So Medicare is 5 percent higher for the 1 year
than the private insurance? But for the last 10 years, that has not
been the case?

Mr. JAPSER. No, I am comparing the 5 percent that I think is the
approximate PPO level with what is shown here for Medicare at
?pproximately 8 percent in 1993, so I believe the private sector is
ower.
hMrb KrECzZKA. Would not PPOs be part of the private calculation
there?

Mr. JASPER. I do not know what is in the calculation here. In the
study that I was referring to for 1994 was a nationwide stratified
sampling of organizations including PPOs.

Mr. KLECZKA. I will check my figures, if you go back and check
yours, but I think if you look from 1990 to 1993 to 1983 and 1993,
which you have indicated is not accurate, if in fact a change in
1994—1 do not have that figure, so I would have to concede that.

Mr. Strand, looking at Wisconsin, which is not on the chart, I am
still trying to figure out what you are trying to tell us here. Are
you saying that the providers are getting less reimbursement from
the program, thus the Medicare consumer is getting less health
care or not quality health care? What are we trying to say here?

Mr. STRAND. What is happening is a result of the disparities in
payment, two things. One is that because the payment levels are
so low, there is a limitation on the number of new entrants in the
market. HMOs who are willing to go into a market where reim-
bursement will be less than their costs that they——

Mr. KLECZKA. Well, what is the effect on the health consumer?

Mr. STRAND. On the consumer, what happens is that—let us just
use the comparison again. Somebody who lives in one of the rural
counties in Wisconsin versus someone who lives in Dade County,
Florida, in Dade County, Florida, that senior would receive a bene-
fit package from the HMO that had basic benefit coverage plus a
variety of supplemental coverage, and because the reimbursement
is so high, likely there would be no premium to the senior and their
copayments and deductibles would be completely covered.

Mr. KLECZKA. Are you talking of a supplemental plan or

Mr. STRAND. In an HMO risk contract, what happens is the
HMO agrees to provide all services that Medicare otherwise pro-
vides plus some additional services for the same dollar amount less
5 percent the Federal Government would otherwise pay for those
services. So we are talking about those services plus supplemental
services and in the premium level.

That same senior who might live in the rural Wisconsin county
would likely not receive those supplemental benefits, would likely
not have full coverage for copayments and deductibles, and would
likely pay a premium to supplement the contribution from the Fed-
eral Government to the HMO.

What I am saying is the result of these inequities in payment,
someone who happens to live in rural Wisconsin is likely going to
pay far more than the senior who happens to live in Dade County,
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Florida, or other counties that have that type of reimbursement. It
attacks the equity question, Representative. Everyone has paid into
the system the same amount, they pay the same amount of con-
tribution for part B services, and it is a question of what they are
receiving back.

Mr. KLECczKA. What would happen to this fairness scheme here
under a per capita fixed voucher-type system?

Mr.STRAND. We might want to look at the second chart. On the
left-hand side here, the red line will show where the top 10 percent
of the—

Mr. KLECZKA. I cannot see that.

Mr. STRAND. I am sorry, I think it is in the packet. It is in the
written testimony. I can explain this. On the left-hand side is the
current payment level, the top 10 percent AAPCC counties. The
bottom line is the bottom 50 percent of the counties, and you can
see the difference between the two.

If you capitate now going forward a fix your contribution level
without addressing this disparity, what this chart tried to show is
that the disparity will grow, and by the time you get out several
years, by the year 2002, that disparity will have grown signifi-
cantly. So the counties that are presently under the national aver-
age will fall further and further behind those counties that today
are significantly above the national average. In a sense, the in-
equity to seniors will grow.

, Mr. KLeczkA, Which would equate to more out-of-pocket and
ess——

Mr. STRAND. More costs that a senior will pay, a Medicare bene-
ficiary will pay as a result of just where they live and nothing else
considered.

Mr. KLECZKA. Thank you.

Chairman THOMAS. Or less of a program. One of the things that
we have to—it is a minor consideration, but frankly people who
tend to live in rural areas or other areas of the country on a re-
gional basis in part define adequate or appropriate health care dif-
ferently oftentimes than people in other regions of the country or
in urban areas. So I can understand a degree of differences re-
flected in the cost, not just because there are low-cost areas from
a labor market point of view, but also from what is considered an
appropriate package for marketing.

What concerns me and I think reinforces your point, Mr. Strand,
is when you take—and I just went through here quickly to try to
find those portions of States that had the maximum number of
color differential up against each other. Because whenever you cre-
ate an artificial pricing mechanism like the AAPCC, and they use
some kind of existing geographical or political lines, you wind up
getting gross distortions where you will have the high-price red
area next to the low blue or purple area—Louisiana, Texas, and
California—in some areas that I am familiar with. And the formula
completely fails to understand that these are rapidly growing sub-
urban areas that carry virtually all of the labor costs from that
urban area and the expectations for health care from that urban
area, but fall bureaucratically into an area that is financed at $100
to $200 to even $300 to $400 less, really underscoring the inequity
of kind of an arbitrary pricing formula as we have discussed.
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We fought it when we did the DRGs and the various factors that
were built into it. I have no desire to go down this road again in
terms of trying to get HCFA to more adequately reflect reality. And
you have some suggestions as to how we might be able to do it. To
me, the best way would be to try to get the private sector pricing
structure as a comparison for HCFA and basically create a linkage
on a choice structure between the two to get some degree of reality
into the system.

But I do appreciate the material that you have given that graphi-
cally illustrates the problem.

Mr. Bringewatt, you talked about the whole question of chronic
care being something that we have not focused on from the struc-
ture, and you are right. As needs evolve, you would hope that sup-
port bureaucracies and industry evolves, obviously the private sec-
tor has to respond relatively quickly. The bureaucracy does not.

From your assessments of the change, I want to understand ex-
actly where you are coming from. Are you saying that the structure
should recognize or the bureaucracy—let me use that term—the
bureaucracy should recognize that there is a need, in fact there is
an occurring structural integration in the delivery of services along
chronic illness lines, or that the bureaucracy ought to be more of
an open system that allows innovative billing techniques to allow
restructuring or grouping that may come together in one instance,
but does not have to be integrated from the structural point of view
to b?e able to get the financing from HCFA? Am I making sense to
you?

Are you talking about a combination of those or structural inte-
gration that would be recognized and paid for by virtue of this new
way of treating, delivering, and understanding chronic illness, or a
flexible system open to the sense that you can mix and match and
comb‘i)ne relatively freely for funding purposes of new and novel
ways?

Mr. BRINGEWATT. Integrated care is critical to providing quality,
cost-effective care, but the structure of integration may vary from
one community to another—in fact, from one person to another. A
gentleman by the name of Jeff Goldsmith has coined the term “vir-
tual integration.” What we are proposing here is an organizational
strategy that enables providers to function as an integrated system
in addressing problems that require multiple providers to work to-
gether. Currently, we tend to finance, regulate, and oversee care
around microunits—different pieces of care that are needed by a
given individual over time. This locks in place fragmentation, high
costs, and poor outcomes.

Take for example someone who has a hip fracture or a stroke.
When a person enters a hospital, there is a separate set of rules
and regulations that relate to his or her hospital stay, a separate
one for his or her subsequent nursing home stay. Procedures are
duplicated, the case is disrupted, and costs are excessive. If the
Federal Government recognizes the full episode of care that a per-
son may need that cuts across those settings, takes a look at a total
dollar amount in relation to that care episode and finances, regu-
lates, and oversees the care as a total care episode, it enables pro-
viders who may serve that single person to work together in a col-
laborative arrangement and do whatever is most cost effective,
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given that episode of care. How care is integrated may vary from
one person to another but each person served would have his or
her unique problem more effectively addressed. And, the cost of the
infrastructure would be less, because each provider would not be
required to duplicate procedures imposed by Medicare law and re-
lated regulations, and would not have the incentive simply to opti-
mﬂi_ze its own reimbursement without regard for the cumulative cost
effects.

What we are suggesting is this: The more problems of chronic
care become significant on the Medicare side, the more critical it
is to free up the financing and the oversight policies to match that
broader problem, rather than lock in place existing health care
structures when we know that the problems being addressed re-
quire a new and different approach to care.

Chairman THOMAS. But I am also not interested in locking into
place a new integrated structure that at that time and that mo-
ment reflects the current thinking. The gentleman from Nebraska
and I are not naive. We know there has to be some bureaucratic
structure, but the last thing we want to do is to have government
pick new winners just like the old structure has perpetuated cer-
tain folk who are winning by maximizing on a cost-plus basis.

Our job is basically I think in part to turn HCFA inside out, so
that you have a freer structure to allow for innovation, but funding
in a way that maximizes the saving and hopefully then technology
is focused toward saving money, because perhaps of a fixed price
available to deal with it, rather than an open-ended cost-plus struc-
ture.

There is great tendency, though, to lock in structure to reflect
current practices and in essence to pick winners. Anything that you
can do to help us with an understanding of how we might be inno-
vative in recognizing more of a fluid payment structure under a
dollar amount, it seems to me that one of the first steps would be
to cap the dollar amount and then let folks figure out how they re-
late under that, because no one wants to, one, leave money on the
table, or, two, leave it in someone else’s pocket. Is that not a way
in which we might be able to maximize those relationships to maxi-
mize the services given for a fixed amount of money?

Mr. BRINGEWATT. Yes. Just to be clear, we don’t want to
predefine a new structure of operation or to predefine a new set of
winners and losers. Qur proposal would consolidate and simplify
the financing and regulations of care for chronic diseases and dis-
abilities and provide incentives for providers to become more inno-
vative in establishing new and varied systems of integrated care.
The nature of the structure can and will vary from one setting to
another. Our National Chronic Care Consortium is made up of a
very diverse group of health care organizations, with diversity par-
ticularly in how they manage care. It includes a staff model HMO,
Group Health Cooperative of Puget Sound, it includes vertically in-
tegrated health systems like Johns Hopkins and Henry Ford, it in-
cludes provider networks where providers are legally independent
of one another, but agree to work together.

Our assumption here is that Medicare should organize its ap-
proach to financing and regulating care around problems of chronic
disease and disability rather than around predefined provider
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structures. One problem category might be an acute episode of a
chronic condition like hip fracture and stroke. The problem cat-
egory might be viewed as an extended DRG. Other problem cat-
egories for funding might include problems like ESRG or AIDS.
Where we have an ability to identify a chronic care problem with
known costs that cut across settings, it is possible then to establish
a rate of financing or a fixed ceiling for addressing that particular
problem. Then if we offer financing to primary care providers under
a fixed-dollar amount, dollars can flow to whatever combination of
care is most cost effective, so that you do not lock yourself into a
specific structure and can in fact free up the system to function in
new and more cost-effective ways.

I know the Subcommittee is considering the concept of bundling
as one alternative for Medicare restructuring. This involves estab-
lishing a fixed-dollar amount starting at the point of hospitaliza-
tion and ending approximately 90 days after hospitalization. Our
members would be most comfortable if the concept of bundling al-
lowed dollars to flow, regardless of where the care setting may be.
Bundling should not have a bias toward any particular setting such
as a hospital. One provider setting should not be in control of an-
other.

For example, if you could take care of the person through a com-
bination of home and nursing home settings without hospitaliza-
tion, that should be allowed with preference for whatever is most
cost effective. So we wholeheartedly concur with your flexibility in-
terests and agree that the starting point is both the problem and
the cost relating to serving that problem, rather than viewing the
starting point as a place or a profession and regulating the cost of
providing care in that place.

Chairman THOMAS. I appreciate that, because frankly it makes
no sense at all to me, because each of you have indicated that your
problem in part could be solved by a waystation in terms of change
relative to a minor judgment recognition by HCFA of PPOs for con-
tracting a little better formula for distribution of money and the
rest.

The gentleman from Nevada's comments were especially insight-
ful earlier in that we could solve all of your problems and more by
being a little bit bolder conceptually in terms of moving beyond
simply incremental adjustment and reconceptualizing the relation-
ship. Some of my colleagues who are not here perhaps are not as
appreciative, given the confines in which they now have to argue
the debate. They are not able to voice perhaps some attitudes that
would show more agreement than disagreement by being relatively
bold at this time and fixing problems on an open-ended basis by
getting away from a bureaucracy picking winners and therefore
creating losers and allowing this relatively now synergistic and
novel mixing to continue to go on, but to maximize taxpayer dollars
in terms of health benefits.
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We look forward to continuing to work with you so that we fully
understand the problems we need to deal with, so that when we
provide a solution to our current problem in Medicare, that it in-
deed preserves and strengthens Medicare, but that we do not fall
%nto any traps that we are not aware of by locking in winners and
osers.

We appreciate your testimony very much.

At this point of our hearing, without objection, the statement of
Jeff Burman, president, Council for Affordable Health Insurance,
will be made a part of the record.

[Mr. Burman’s prepared statement appears on page 389.]

Chairman THOMAS. The Subcommittee is adjourned. The Chair is
reminded that instead of adjourning, we will recess because this
hearing will be in at least three parts.

[Whereupon, at 2:50 p.m., the hearing was adjourned, to recon-
vene on Thursday, July 20, 1995, at 10 a.m.]
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The Subcommittee met, pursuant to notice, at 10:10 a.m., in
room 1100, Longworth House Office Building, Hon. Bill Thomas
(Chairman of the Subcommittee) presiding.

Mrs. JOHNSON [presiding]. Good morning. The hearing will come
to order.

We have a number of our colleagues prepared to testify, and I
would like to start right in with them. But I will yield to Mr. Stark
if he would like to make any opening comment.

Mr. STARK. Madam Chairman, yesterday the Chair and the dis-
tinguished gentleman from Louisiana, who is before us this morn-
ing, both told us that the Republicans were not planning to cut
Medicare in the “old-fashioned way.” But somehow you Republicans
have been unwilling to tell us how you intend to cut the $270 bil-
lion needed to finance the tax giveaways for the wealthy.

Now, given this uncertainty, I know that the representatives of
the seniors—the doctors, the hospitals, and other providers in the
audience—were relieved to hear that none of the old-fashioned cuts
would be proposed. So I would assume that these same people are
comforted by the gentleman from Louisiana and the Chair’s asser-
tion that none of the following old-fashioned cuts would be included
in the Chair's mark, because they were all included in previous
bills. Of course, some were in last year’s health bill, which the Re-
publicans, every one of them, vehemently attacked and opposed.
But I am sure, therefore, you will not include them in this rec-
onciliation given their old and tired nature. Those would include
increases in the part B premium, increases in the part B deduct-
ible, or changes in other copayments such as home health, reduc-
tions in the hospital update, reductions in the indirect medical edu-
cation adjustment, reductions in capital payments to hospitals, and
reductions in the default volume performance standard for physi-
cians.

Given the assertion and the statements by my good friend from
Louisiana yesterday and the Chair of the Subcommittee, I know ev-
eryone here would be relieved if the Chairman or the gentleman
from Louisiana would again assure all of us that none of these
types of old-fashioned cuts will be included in the Republican bill.

(169)
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I want to know if Newt would allow any of you even to suggest
such assurance, Madam Chairman.

Thank you.

Mrs. JOHNSON. Thank you, and I welcome the Members to this
hearing. The challenge before us is great. Our job is to preserve
Medicare as a strong health care system for seniors, providing the
spectrum of services it has traditionally provided, but also to create
the opportunity to strengthen Medicare so that seniors can have
some of the benefits that the old system has not provided because
it is an outmoded design and it enabled them to enjoy the quality
and breadth of health services in the future that are so critical to
security in your retirement years.

It is my pleasure to recognize Mr. Cardin of the Subcommittee.
Then we will go in the order on the hearing agenda: Mr. McCrery
next, Mr. McDermott, Mr. Stenholm, Mr. Gunderson, Mr. Roberts,
and Mr. Poshard.

Mr. Cardin.

STATEMENT OF HON. BEN CARDIN, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF MARYLAND

Mr. CARDIN. Thank you, Madam Chairman. May I ask that my
full statement be made part of the record.

Mrs. JOHNSON. Without objection.

Mr. CARDIN. It is certainly a pleasure to testify before the Sub-
committee.

I took this time in order to deal with one issue that will be talked
about in Medicare reform, and that is how we treat our academic
health centers. I will be filing legislation in this area and have
worked with many Members of this Subcommittee since I have
been on the Ways and Means Committee in order to deal with the
appropriate funding of our academic health care centers.

I think it is an extremely important part of excellence in U.S.
health. We are the leader in the world in medical education. We
train the best in the world here in the United States. We have fa-
cilities, our academic centers, that lead in pioneering procedures
and serve hard-to-serve areas around our Nation.

The academic health centers rely in great part on Medicare reim-
bursement, on direct and indirect medical education expenditures.
It amounts to about $5.5 billion a year. We have the anomaly that
Medicare overpays for the cost of medical education, and all other
payers underpay for their responsibilities in medical education. All
benefit from having well-trained professionals, yet Medicare pays
more than its share, and the other payers pay less.

In Medicare reform, we may very well be looking at reducing the
Federal Government’s responsibility or the Federal Government’s
cost in medical education that has been recommended by ProPAC.
The Shays document included significant cuts in medical education,
$27 billion over 7 years. I think that would be disastrous if we do
those types of cuts without offsetting recommendations that bring
additional financial support to our academic centers.

The problem is compounded by managed care. Managed care
looks for the least costly procedures in order to treat its patients.
Academic centers, therefore, are finding it more and more difficult
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to include in their rates cost of teaching if they wish to be competi-
tive.

Last year, we were able to reach an agreement during the health
care debate, and I really want to compliment both Mr. Stark, Mr.
Thomas, and Mrs. Johnson on the works that we were doing last
year on the academic centers. We reached an agreement that all
should help pay for the cost of teaching. We developed an all-payer
finance system by imposing a 0.5-percent premiums tax on all
health care plans, including managed care and the self-insured. We
may very well wish this year to look for alternative revenue
sources other than premium taxes, but I would hope that we would
look for an independent funding source in which all health care
plans fairly contribute toward the cost of academic health.

We also dealt with the work force issue to provide for the appro-
priate number of health care professionals being trained in all
fields, but primarily primary health care. So I invite the Sub-
committee to join me in this effort to look for ways of adequately
financing our academic centers to maintain excellence in training,
to have a proper work force, particularly having adequate numbers
trained in primary health care, to look for the viability of our aca-
demic centers, and to allow them to compete fairly in the current
health care marketplace.

Thank you, Madam Chairman.

[The prepared statement follows:]
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Thank you for the opportunity to testify here today. 1I’d
like to take a few moments today to discuss an issue of critical
importance as we debate the future of the Medicare program: that
issue is graduate medical education.

As we know, Medicare pays a large share of the cost of
educating graduate medical students in our country. This year
Medicare will spend approximately $5.5 billion dollars in direct
and indirect medical education expenditures. These expenditures
have ensured the U.S. position as the world leader in medical
education and allow us to provide the highest guality health care
to our citizens. These expenditures also ensure that our
academic health centers are able to remain afloat -- to provide
pioneering health care and in many cases to serve inner city
populations with no where else to turn for their health care
needs. These expenditures are vital to the viability of our
nation’s academic health centers -- especially at a time where
managed care continues to consume more and more of the market.
Generally speaking, managed care companies cut costs by looking
for the lowest cost hospitals and other providers. An academic
health center cannot compete if it is forced to cover part of its
teaching costs through the rates that it charges for its
services. Without a separate funding source for its full
academic costs, an academic health center runs the risk of being
non-competitive for managed care contracts through no fault of
its own, potentially losing another major scurce of revenue.

There is much debate over whether Medicare should be paying
the high costs it is paying for GME today. I don’t dispute those
arguments. The Prospective Payment Assessment Commission
(ProPAC) has recommended that Medicare is significantly
overpaying in the area of IME. However, while recommending that
Medicare lower those payments, ProPAC recognizes the reliance of
academic health centers on these funds. If an immediate
reduction were to occur without offsetting recommendations, the
affect would be devastating to many of these hospitals.

Today, we are here to discuss potential reforms for
Medicare. We are confronted with a $270 billion cut put in place
by the Republican Budget Resolution. GME is a likely target for
some of those savings. 1In fact, in the Shays document which
details a range of possibilities to achieve those savings, GME
takes a huge hit. That proposal would save $27.2 from direct and
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indirect medical education costs over the next seven years and
would further devastate academic health centers by eliminating
disproportionate share payments.

My contention is that it makes no sense to devastate our
graduate medical system in our country and endanger the continued
existence of our academic health centers in the name of "Medicare
reform.” That is why I support restructuring the way we pay for
graduate medical education in our country. Rather than having
Medicare bear the brunt of the costs for graduate medical
education, those costs should be spread across the population.

We should create an "all-payer” syatem for financing GME so that
all who benefit from graduate medical education are helping to
pay the costs.

Last year during the health care reform debate, we were able
to reach agreement on this issue. Under that plan, a new fund
would have been created to supplement payments made by Medicare.
That fund would have been financed through a premium assessment
on insurers, managed care plans, and self-insured plans who would
have been required to contribute .5% of premiums toward the costs
of graduate medical education in our country. These are the very
institutions which benefit from our country’s superb medical
education system ~- they are hiring the health care providers we
educate. But today, they are not contributing to the costs of
that education. In return for spreading the cost of medical
education across all payers and creating a stable funding source,
we were also able to reach agreement on workforce issues:
ensuring that we are training the appropriate health care
providers to meet our health care needs. That meant moving
toward a system that trains a preponderance of primary care
rather than specialty care providers.

We should not squander that agreement from last year.
Moving to an all-payer system for graduate medical education can
simultaneously save money in Medicare while raising additional
funds from new sources.

I am preparing legislation that would create an all-payer
system for GME modeled after last year’s agreement. In addition,
I welcome the opportunity to work with my Ways and Means
colleagues on both sides of the aisle to help fashion a graduate
medical education proposal this year. Our goal should be to
maintain the excellent training system that we have in this
country, to guarantee its adequate funding, to ensure the
appropriate training of primary care professionals, and at the
same time allow academic health centers to compete fairly in
today’s health care marketplace.
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Mrs. JOHNSON. I thank you, Mr. Cardin, and look forward to
working with you on probably one of the most important aspects
of assuring the quality of American health care in the future.

Mr. McCrery.

STATEMENT OF HON. JIM McCRERY, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF LOUISIANA

Mr. McCRERY. Thank you, Madam Chair, and I congratulate the
gentleman from Maryland on his remarks and look forward to
working with him on that issue.

Madam Chair, in 1967, the combined cost for Medicare parts A
and B was $4.7 billion. By 1995 we expect the cost of the program
to be about $178 billion. According to the CBO, the program is pro-
jected to have annual growth rates above 10 percent for the next
5 years if nothing is done.

In 1995 Medicare will cover approximately 37.5 million people.
While the program recipients certainly have a stake in this pro-
gram, so does everyone else—taxpayers, families that must pay for
the program in part now and in the future.

Medicare is governed by a board of trustees. Four of the six
trustees are members of the Clinton administration. In April of this
year, the Medicare trustees issued a report.

In their report, the trustees stated that,

Under present law there is no authority to pay hospital insurance (HI) benefits
if the assets of the HI Trust Fund are depleted. The fact that exhaustion would
occur under a broad range of future economic conditions, and is expected to occur

in the relatively near future, indicates the urgency of addressing the HI Trust
Fund’s financial imbalance.

And,

. . . the present financing schedule for the HI Program is sufficient to ensure the
payment of benefits only over the next 7 years. As a result, the HI Trust Fund does
not meet the trustees’ short-range test of financial adequacy.

And on page 14 of this summary, the two trustees who are not
members of the Clinton administration, the so-called public trust-
ees, summarized their findings as follows: “We strongly recommend
that the crisis presented by the financial condition of the Medicare
Trust Funds”—that is A and B—“be urgently addressed on a com-
prehensive basis, including a review of the program’s financing
methods, benefit provisions, and delivery mechanisms.”

Madam Chair, faced with this crisis, we have determined that we
are going to abide by six principles as we go through our efforts
to do what the trustees have asked the Congress to do.

Number one, we must act immediately to preserve Medicare for
current retirees and to protect the system for the next generation
of beneficiaries.

Number two, Medicare spending must increase, but it must in-
crease at a slower rate than currently projected by CBO.

Number three, senior citizens deserve the same choices available
to other Americans in the health care marketplace.

Number four, government must not interfere in the relationship
between patients and their doctors.

Number five, senior citizens should be rewarded for helping root
out waste, fraud, and abuse.
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Number six, strengthening Medicare is too important to be left
to “politics as usual.”

Republicans are looking for ways to preserve what is right about
the current Medicare system but fix what is wrong. We are solicit-
ing broad participation from constituents and a variety of experts
and organizations to determine how to achieve changes needed to
protect Medicare from impending bankruptcy. While we are still in
the crafting stage, I believe that when we present our product in
September most people, including seniors, will be pleased at the op-
tions they will have.

While restoring the Medicare Program to solvency, Republicans
have committed to the following:

Medicare spending will increase from about $178 billion this year
to about $274 billion in the year 2002;

This represents an increase in spending per senior citizen of
nearly $2,000, from about $4,800 per beneficiary this year to more
than $6,700 per beneficiary by 2002;

Medicare spending will grow at an annual rate of about 6.4 per-
cent. This is two times the rate of inflation and exceeds private
health care spending.

I want to state very clearly today that it is too early to say what
the specifics of the Medicare reform plan will look like. However,
in structuring changes to the Medicare system, we are looking at
opening up Medicare to offer seniors the same rights as others to
choose the health plan that is best for them. Medicare does not
offer today the degree of choice that seniors deserve. More choice
for those who want it is a central goal of our efforts.

We are looking at proposals which would include the following
four basic choices for seniors:

Number one, staying where you are within the current Medicare
system;
lkNumber two, choosing coordinated care, HMOs, PPOs, and the

ike;

Number three, continued care; that would be continuing the
health care insurance that you have with your employer, your
union, or your association;

Number four, medical savings accounts for those who would like
to have incentives to use their own cash prudently for health care.

These options would open the way for the health care industry
to create new choices for beneficiaries and empower the bene-
ficiaries themselves to select health care that is tailored to their
precise needs.

In conclusion, Madam Chair, the trustees’ report is clear that
Medicare is going broke. Republicans believe that it would be irre-
sponsible to know that Medicare is going bankrupt and then do
nothing about it. We are determined to act now to save this pro-
gram.
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Private sector growth in health care costs is significantly less
than Medicare Program growth in costs. This is because employers
and providers have introduced innovative and cost-effective
changes to the private health care system. In our efforts to pre-
serve and strengthen the Medicare system, we want to make Medi-
care more like the private sector, while at the same time give sen-
iors the right to choose what type of health care system best fits
their needs.

Anytime we talk about major changes to a program like Medi-
care, it is certainly risky politically. But we recognize from the
trustees’ report that this has got to be done. If we do nothing, the
eventual day of reckoning will be even more catastrophic for sen-
iors.

I thank the Subcommittee.

[The prepared statement follows:]
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Medicare was enacted as Title XVIII of the Social Security
Act in 1965 and was intended to pay for medical care for the aged
and disabled. Today’s Medicare program also cdovers those with
end-stage renal disease who require kidney dialysis. The
Medicare program consists of two parts--hospital insurance (Part
A) and supplementary medical insurance (Part B). Part A was
designed to be self-supporting, financed by a payroll tax shared
equally by employers and employees. Part B was designed to be a
voluntary program to help seniors pay for doctor visits and
outpatient hospital services. The costs were to be equally
divided between participating seniors and the federal govermment.
Today, only 30% of the cost of the program is supported by
premium payments. The remaining 70% is paid from general tax
revenues.

In 1967, the combined cost for Medicare Parts A and B was
$4.7 billion. By 1995, program costs have soared to $178
billion. According to the Congressional Budget Office (CBO),
the program is projected to have annual growth rates above 10%
over the next five years.

In 1995, Medicare will cover approximately 37.5 million
persons. While the program recipients certainly have a stake in
this program, so does everyone else--including taxpayers and
families whose children muat finance this program in the future.

Medicare Trust Pund Report:

Medicare is governed by a Board of Trustees. Four of the
8ix Trustees are members of the Clinton Administration. In April
of this year, the Medicare Trustees reported that Medicare is
projected to be insolvent by the year 2002. They stated:

“Under present law there is no authority to pay hospital
insurance (HI) benefits if the assets of the HI trust fund are
depleted. The fact that exhaustion would occur under a broad
range of future economic conditions, and is expected to occur in
the relatively near future, indicates the urgency of addressing
the HI trust fund’s financial imbalance.”

And, *...the present financing schedule for the HI program
is sufficient to ensure the payment of benefits only over the
next 7 years. As a result, the HI trust fund does not meet the
Trustees’ short-range test of financial adequacy.”

In plain English, this means that unless we strengthen the
financial integrity of the Medicare system now, within seven
years there will be no money in the trust fund to pay for the
hospital and medical costs of Medicare beneficiaries.
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MEDICARE (HI) TRUST FUND EMPTY IN 2002
({Trust Fund Reserves)
L ey G = == T
$120 l $117
$100
30147
$billons 380
$40
$20
o %3
-$20 T T T T —T T T T ~
1893 1904 1995 1066 1097 1988 1998 2000 200% 2002

Statement of Principles:

Faced with this crisis, House Republicans have determined
six basic principles that will guide our efforts to preserve and
protect Medicare.

keneficiaries. The President’s Trustees have reported the
Medicare Part A Trust Fund will be bankrupt in 7 years. Medicare
must be preserved, and prompt, decisive action is imperative.

2.} Medi 13 . } . \
a slower rate thap currently projected. The budget agreement
that was just passed calls for spending to increase from $4,800
per beneficiary this year to $6,700 per beneficiary in 7 years--
an increase of nearly 40%.

3 seni - 3 } hoi i1abl
other Americans. Medicare beneficiaries are given only one
option when they enroll in the program--a bureaucratic, outdated,
one-gize-fits-all program that has not really changed since
Congress passed it 30 years ago. Our seniors should have the
same opportunities as other Americans in selecting health care
options that best meet their needs.

; . £ in ti lati bi
between patients and their doctors. Burdensome Medicare

regulations on patients and providers must be eased. Medicare
beneficiaries must be able to continue their existing coverage--
including their choice of doctors and hospitals.

5.) Senjor citizens should be rewarded for helping root ouf
wagte, fraud and abuse. We must fight waste, fraud and abuse in
Washington’s management of Medicare and we must reward seniors
when they expose these shoddy practices.

6. 8 heni Medi . . be lef
rpolitics-ag-usuyal.” Republicans stand ready to work with the

President and House Democrats to strengthen the Medicare system.



179

Better choices for beneficiaries:

Republicans are looking for ways to preserve what is right
about the current Medicare system but fix what is wrong. We are
soliciting broad participation from constituents and a variety of
experts and organizations to determine how to achieve changes
needed to protect Medicare from impending bankruptcy. While we
are still in the crafting stage, I believe that when we present
our product in September, most people--including seniors--will be
a bit surprised and pleased at the options théey will have.

While restoring the Medicare program to solvency,
Republicans have committed to the following:

. Medicare spending will increase from $178 billion this year
to $274 billion by 2002;

. As mentioned above, this represents an increase in spending
per senior citizen of nearly $2,000--from $4,800 per
beneficiary this year to more than $6,700 per beneficiary by
2002; and

. Medicare spending will grow at an annual rate of 6.4%--this
is two times the rate of inflation and exceeds private
health care spending. :

I want to state very clearly that it is too early to say
what the specifics of the Medicare reform plan will look like;
however, in structuring changes to the Medicare system, we are
loocking at opening up Medicare to offer seniors the same rights
as others to choose the health plan that is best for them.
Medicare does not offer the degree of choice seniors deserve;
more choice for those who want it is a central goal of our
efforts.

We are locking at proposals which would include the
following four basic choices for seniors:

1. Staying where you are within the traditional Medicare
system; or,

Choosing from three umbrella options, which include opting for:

2. Coordinated care (like a Health Maintenance Organization
or a Preferred Provider Organization);

3. Continued care (from a former employer or a union plan);
or

4. Medical Savings Accounts--with incentives to use cash
accounts prudently.

These options would open the way for the health care
industry to create new choices for beneficiaries and empower the
beneficiaries themselves to select health care that is tailored
to their precise needs.
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Conclusion:

The Trustees report is clear that Medicare is going broke.
Republicans believe that it would be irresponsible to know that
Medicare is going bankrupt and do nothing about it; we are
determined to act now to save this program.

Private sector growth in health care costs is significantly
less than Medicare program growth in costs. This is because
employers have introduced innovative and cost” effective changes
to the private health care sector. In our efforts to preserve
and strengthen the Medicare system, we want to make Medicare more
like the private sector, while at the same time give seniors the
right to choose what type of health care system best fits their
needs.

Anytime we talk about major changes to a program like
Medicare it is risky politically. But we recognize, from the
Trustees report, that this has to be done. If we do nothing, the
eventual day of reckoning will be even more catastrophic for
seniors.
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Mrs. JOHNSON. Thank you, Mr. McCrery, for your excellent pres-
entation of the necessity for change, the principles that should
guide change, and the opportunities that this period of change of-
fers us.

Mr. McDermott.

STATEMENT OF HON. JIM McDERMOTT, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF WASHINGTON

Mr. MCDERMOTT. Thank you, Madam Chair. I appreciate the op-
portunity to testify here today. I know that Waco, Whitewater, and
the Packwood hearings have drawn away a lot of the attention, but
this is probably one of the major issues of this Congress.

Mr. McCrery rightly has pointed out the trustees’ report. It is
clear that those same reports have been filed every year since
1965. You could probably lift the language. This problem has been
adjusted in every Congress, so the question is: How do we do it?

The ability to testify today is all the more important since this
hearing over the next 2 days may be the only opportunity the
American people have to hear about the Majority’s proposed cuts
in the Medicare Program.

The irony is that there is no plan for them to see or debate in
these hearings. The American people will probably not get a chance
to even see the plan until just a few days before it gets jammed
through the floor of the House of Representatives. They probably
will not know that they have lost their most basic health care pro-
tection until after it has passed out of the House.

The real question is: Under the Republican plan, how much more
are beneficiaries going to have to pay out of their own pockets to
maintain the same level of access and quality of care they now get
through Medicare?

The premise of much of the thinking here is that seniors do not
pay enough to pay attention, and the fact is that they pay, on aver-
age, 18 percent of their income out of pocket for medical expenses.
I do not know what level the Republicans think they ought to pay
out of their pocket, but I think that is enough to keep the attention
of seniors.

Now, you know Republicans love to talk about how Medicare will
increase every year under their proposal. What the Republicans are
not telling the American people is that under their plan, Medicare
spending will not increase nearly as much as private health insur-
ance costs. What that means is that the difference between what
Medicare pays for and what health care will cost is going to be paid
for by the beneficiary.

I brought a chart which shows the figures from the CBO and the
Senate Budget Committee. The blue is what Medicare will pay;
green is the same equivalent cost in the private sector. You can see
in 1995 they are the same, so people will not feel anything the first
year. But by the year 2002, there will be a marked difference be-
tween the blue—that is, what a voucher from the Congress will be
worth to a senior—and the green, which is what it will cost in the
private sector.

The difference between the blue and the green line will come out
of the pockets either of the seniors or of their families.
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It is clear that the Majority is not going to tell the American peo-
ple what they have in mind, so I am going to make a few pre-
dictions. Before this debate is over, I predict that we will see the
American Medical Association, the American Hospital Association,
and the health insurance industry stand up with the Republicans
and announce that they can support the proposal as drafted.

That means just one thing: That the lion’s share of the cuts are
going to be on the backs of beneficiaries and their families and that
the hospitals and physicians have gotten off relatively lightly. Of
course, the health insurance industry will only support it if they
get huge profits out of the proposal, which will come, again, at the
expense of the beneficiaries.

There are some basic facts about this that cannot be overlooked.
The cuts will all come out of beneficiaries and their families be-
cause putting seniors in managed care—that is, HMOs—alone will
not save Medicare money.

You cannot point to a single study—including our own CBO—
which shows that putting seniors in HMOs will achieve anywhere
near the savings that have been targeted by the Majority. In fact,
all the studies by anyone outside the insurance industry indicate
that any savings to be achieved in Medicare HMOs, to the extent
they exist at all, are trivial.

I predict that the only way you are going to get savings in to give
seniors a voucher—which you will claim will be voluntary—that
will be ratcheted down over time. The Medicare family will have
to pay the difference. The children of the Medicare beneficiary will
pick up the difference between the cost of insurance and the value
of the voucher. That difference will get bigger and bigger each year.

If you look on the next chart, you can see the difference in dol-
lars between what the voucher actually is worth in blue, and the
actual cost of insurance; and in red you can see the difference. By
the year 2002, a family will have to pay $1,138 out of their pocket
to buy the same insurance, and these are not figures I cooked up.
They are out of the Senate Budget Committee’s recommendations.

In the end, Americans will go from a system of guaranteed cov-
erage for seniors to coverage for only those who can afford it.

I would remind you that 80 percent of senior citizens have in-
comes under $25,000 a year. The income of the average Medicare
beneficiary is $17,000, and 11 million of those people are single
women—mostly widows—who have incomes under $8,000 a year.

Now, the question I started this hearing with was: How much
are seniors and their families going to have to pay under this pro-
posal? The question I would end my testimony with is this: What
will happen to the health care of seniors who are not able 'to pay
the astronomical costs of health care on their own? Madam Chair-
man, the people who cannot afford to pay their health care costs
on their own without adequate insurance.

Many seniors will not be able to come up with that additional
money for insurance out of their own pocket. They are going to
have to ask their kids for it. If their kids do not have it, the seniors
will have an inadequate policy, and we are going to return to pre-
1965.

[The prepared statement follows:]
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Thank you, Mr. Chairman. I appreciate the opportunity to
testify here today. The ability to testify today is all the more
important since this hearing over the next three days may be the
only opportunity the American people have to hear about the
Majority's proposed cuts in the Medicare program.

The irony is that there is no plan for them to see or debate
in these hearings. The American people probably won't get a
chance to even see the plan until just a few days before it gets
jammed through the floor of the House. They probably won't"
really know that they have lost their most basic protection to
health care until after it has passed out of this House.

The real question is: under the Republican plan, how much
more are beneficiaries going to have to pay out of their own
pockets to maintain the same level of access and quality of care
they now get through Medicare?

You know, Republicans love to talk about how Medicare will
increase every year under their proposal. What the Republican
Majority is not telling the American people is that under the
Republican budget, Medicare will not increase nearly as much as
private health care costs and health insurance costs will rise.
What that means is that the difference between what Medicare pays
for and what health care will cost is going to be paid for by the
beneficiary.

It is clear the Majority is not going to tell the American
people what they have in mind so I am going to make a few
predictions. Before this debate is over, I predict that we will
see the American Medical Association and the American Hospital
Association and the health insurance industry stand up with the
Republicans and announce that they can gupport the proposal as
drafted.

This will mean just one thing -- that the lion's share of
the cuts are going to be on the backs of beneficiaries and their
families and that the hospitals and physicians have gotten off
relatively lightly. Of course, the health insurance industry
will only support it if they get huge profits out of the
proposal, which again will all come at the expense of
beneficiaries.
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There are some basic facts here that cannot be overlooked.
The cuts will all come out of beneficiaries and their families
because putting seniors in managed care (HMOs) alone WILL NOT
SAVE MEDICARE MONEY.

You cannot point to a single study -- including your own CBO
-- which shows that putting seniors in HMOs will achieve anywhere
NEAR the savings you have targeted. In fact, all the studies by
anyone outside the insurance industry indicate that any savings
to be achieved in Medicare HMOs -- to the extent they exist at
all -- are trivial.

I predict that the only way you are going to get savings is .
to give seniors a voucher -- which you will claim to be voluntary
-- the value of which will be ratcheted down over time. The
Medicare family will have to pay the difference between the cost
of insurance and the value of the voucher. THAT DIFFERENCE WILL
GET BIGGER AND BIGGER EACH YEAR.  In the end, Americans will go
from a system of guaranteed coverage for seniors under Medicare
to coverage only for those who can afford it.

I would remind you that 80% of senior citizens have incomes
under $25,000 per year. The income of the average Medicare
beneficiary is $17,000, and 11 million Medicare beneficiaries are
single women -- mostly widows -- who have incomes under $8,000
per year.

The question I started this hearing with was, "How much are
seniors and their families going to have to pay under your
proposal?"™ The question I end my testimony with is "What will
happen to the health care of seniors who will not be able to pay
the astronomical costs of health care on their own?®" And Mr.
Chairman, the people who cannot afford to pay their health care
costs on their own without adequate insurance is just about all
of us.

#u4
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Mrs. JOHNSON. Thank you, Mr. McDermott. Certainly the chal-
lenge we face is to preserve and protect Medicare, and there will
be a lot of analysis of all the ideas that come forth. We have had
14 public hearings on the issue of saving Medicare. What we will
be interested in during the weeks ahead, this Subcommittee, the
Full Committee, and all Members of Congress, is: What are the
ideas that will work for seniors and for the citizens of this country?
We certainly welcome your contribution to the solutions, as well as
your contribution to the dialog evaluating some of the ideas that
are afloat at this time.

I understand that Mr. Gunderson wishes to precede or Mr. Sten-
holm wishes for Mr. Gunderson to precede him.

Mr. Gunderson.

STATEMENT OF HON. STEVE GUNDERSON, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF WISCONSIN

Mr. GUNDERSON. Madam Chair, I have spent all my life doing
what Pat Roberts and Charlie Stenholm told me to do, and I guess
I am continuing that this morning.

As the current and former co-chairs of the House Rural Health
Care Coalition, the four of us are here to share with you the unique
needs of rural America, the unique role Medicare plays in these
communities, and some recommendations about how best to reform
Medicare in ways which will not disproportionately impact the 25
percent of our population living in rural areas. I am reminded as
I sit here that once a week, Mr. Stark and Mrs. Johnson come up
to me and remind me of all the dairy farmers they have in their
districts. I want to start once a week coming up and reminding her
that dairy farmers are rural constituents who need to be taken care
of in this whole Medicare reform. So we are going to get even on
this one.

To many, rural America brings to mind hearty farmers with well-
manicured fields and Norman Rockwell lifestyles and families. Al-
though this can be the case, it is not necessarily the rule in the
rural United States.

Almost 18 percent of rural high school students are substance
abusers, compared to 10 percent in urban areas.

More than 26 percent of rural households are among the poorest
fifth of the U.S. households. By contrast, only 18 percent of urban
households.

More than 20 percent of rural elderly have incomes below pov-
erty compared to 12.4 percent in the urban areas.

Given these kinds of demographics, rural areas face great chal-
lenges in the accessibility and quality of health care services. The
great distances, the lack of health care professionals and health
care facilities, and the nature of the work force all contribute to the
health conditions in rural areas.

Rural residents are more than twice as likely to have to travel
more than 30 minutes to reach their usual source of care.

There are 5,424 primary care practitioners needed just to meet
the demand in the underserved rural areas.

Over 17 percent of rural residents have no health insurance,
many because they are self-employed farmers who simply cannot
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afford the high-cost premiums and deductibles associated with
what the insurers classify as high-risk professions.

Now, when we look at managed care in rural America, I think
we need to understand that the movement of our health care sys-
tem toward HMOs and other forms of managed care have gone a
long way in keeping down costs and expanding access to the gen-
eral population. In some areas, managed care is actually stimulat-
ing the development of even rural integrated health care networks.

However, if you have no hospital, if you have no providers, man-
aged care does not do you much good. The lack of a health care in-
frastructure in rural areas makes the viability of managed care
questionable for many rural networks.

Managed care for Medicare must also provide criteria and stand-
_ ards for determining the appropriate financial risks that can be as-
sumed by smaller providers and networks. Without these stand-
ards, smaller providers face excessive risks.

In order for managed care to be effective in rural areas, systems
must:

First and foremost, change the definition of literally what a hos-
pital is in rural areas, according to the Social Security definition;

Second, provide adequate levels of reimbursement and the flexi-
bility in delivering those services;

Third, ensure access for all populations, particularly as it relates
to high-risk professions such as farming. If they are not included
in a managed care plan, managed care is not going to give them
any protection and coverage;

Fourth, make providers subject to certification to ensure that
they have the systems necessary to provide the levels and quality
of care needed in rural areas;

Fifth, require that all accredited, certified providers are included
in such a plan. A big problem we are facing in rural America is
that a few urban plans reach out and cover one or two facilities,
and all of a sudden, unless you are a part of that HMO in that
urban area, you do not have any coverage.

I have a small rural hospital in my hometown. We are des-
perately trying to keep it alive. I cannot tell you the number of peo-
ple in Osseo, Wisconsin, who cannot use the local clinic and hos-
pital because they are covered by an HMO that will not include
that in their overall coverage and reimbursement processes.

Now, when we look at the role of Medicare in rural health, issues
specific to rural health cannot be considered without discussing
Medicare. The reality is there are few facts that illustrate the im-
portance and problems that Medicare must be considered more
than these:

First, rural providers can receive as much as 80 percent of their
revenue from Medicare, while the average is between 50 and 70
percent. Most are certainly about 70;

Second, right now, with the current reimbursement rate, hos-
pitals in my home State of Wisconsin receive only 88 percent of
their costs. Nationwide, rural hospitals with fewer than 100 beds—
which make up 36 percent of all hospitals—receive only 6 percent
of Medicare prospective payment system type of payments.

Medicare casts a long shadow over rural health care while rural
health is largely ignored by Medicare.



187

As leaders of the Rural Health Care Coalition, we accept that we
will all play a role in making Medicare solvent. While we recognize
that some levels of cuts are inevitable, it is critical that the Ways
and Means Committee address specific areas of Medicare reim-
bursement that could make or break rural health care for both the
elderly and the general populations.

My colleagues on this panel and the Rural Health Care Coalition
will elaborate on the reforms which will make the difference in
rural areas. These reforms will include: Creating single Medicare
payment areas, restructuring of the Medicare wage index, and ad-
justing data to more accurately reflect the occupational mix of rural
hospitals.

Obviously, as you go through this, Madam Chair and members
of this panel, I hope you will come to recognize that for rural Amer-
ica there is clearly need for concern as you begin to make your de-
terminations on Medicare. For us, what you do in Medicare will de-
termine literally whether we have access to health care at all.

Thank you very much.

[The prepared statement follows:]
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Testimony for the Ways and Means
Subcommittee on Health

Congressman
Steve Gunderson
Member, U.S. House of Representatives

Regarding the Impact of Medicare
Reforms on Rural Health
July 20, 1995

Mr. Chairman, thank you for this opportunity to speak
before the Ways and Means Subcommittee on Health. I am not
going to take this time to restate the numbers on Medicare
and the importance of the decisions we will make in the
coming months. We all know we have an obligation to
preserve, protect and attempt to improve the care of the 31
million seniors currently enrolled in Medicare.

As the current and former co-chairmen of the House
Rural Health Care Coalition, we are here to share with you
the unique needs of rural America, the unique role Medicare
plays in these communities, and some recommendations about
how best to reform Medicare in ways which will not
disproportionately impact the 25 percent of our population
living in rural areas. It is not enough to trim the
increase in Medicare expenditures, we must also make the
policy and program changes that will not only insure its
solvency, but will also provide the best care possible for
all populations.

Conditions in Rural America

To many, rural America brings to mind hearty farmers
with well-manicured fields and Norman Rockwell lifestyles
and families. Although this can be the case, it is not
necessarily the rule in the rural United States.

* Almost 18 percent of rural high school students are
substance abusers, compared to 10 percent of urban
areas;

* More thah 26 percent of rural households are among the

poorest fifth of U.S. households. By contrast, only
about 18 percent of urban households have incomes this
low; and

* More than 20 percent of rural elderly have incomes
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below poverty, whereas only about 12.4 percent of
elderly in urban areas have incomes below poverty.

The poverty rate, the unemployment rate, and the percentage
of the population that is elderly are all comparable or
greater for rural areas than for any other geographic
group.

Given these demographics, rural areas face great
challenges in the accessibility and quality of health care
services. The great distances, lack of health care
professionals, and the nature of the workforce in also
contribute to the health conditions in rural areas.

* Rural residents are more than twice as likely to have
to travel more than 30 minutes to reach their usual
source of care;

* There are 5,424 primary care practioners needed just
to meet the demand in rural underserved areas;

* Over 17 percent of rural residents have no health
insurance, many because they are self-employed farmers
who face high premiums and deductibles. )

Managed Care in Rural America

The movement of our health care system toward HMOs and
other forms of managed care have gone a long way in keeping
down costs and expanding access. In some areas, managed
care is actually stimulating the development of rural
integrated care networks.

However, if you have no hospitals and no providers,
managed care doesn’t do you much good. The 1lack of
infrastructure in rural areas make the viability of managed
care questionable for many rural networks.

Managed care for Medicare must also provide criteria
and standards for determining the appropriate financial
risk that can be assumed by smaller providers and networks.
Without these standards, small providers face excessive
risk.

In order for managed care to be effective in rural
areas, systems must:

* provide adequate levels of reimbursement;

* ensure access for all populations, particularly as it
relates to high risk professions such as farming; and

* make providers subject to strict certification, to

ensure that they have the systems necessary to provide
the levels and quality of care needed in rural areas.
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Managed care has potential in rural America, but it is
clearly not a panacea.

Medicare in Rural Health

Issues specific to rural health cannot be considered
without discussing Medicare, because Medicare is integral
to the quality and accessibility of health care in non-
metropolitan areas.

There are a few facts that illustrate the importance
and problems in Medicare that must be considered. First,
rural providers can receive as much as 80 percent of their
revenues from Medicare, with the average being between 50
and 70 percent. Second, right now, with the current
reimbursement rates, hospitals in my home state of
Wisconsin only receive about 88 percent of costs.
Nationwide, rural hospitals with fewer than 100 beds --
which make up 36 percent of all hospitals -- receive only
6 percent of Medicare Prospective Payment System payments.

These facts make clear that while an overwhelming
share of the patients seen by rural providers are Medicare
enrollees, rural health receives a very minor portion of
Medicare program expenditures. Medicare casts a long
shadow over rural health while rural health is largely
ignored by Medicare. Changes must be made which address
‘this disparity, especially in light of projected cuts.

icar 1]

As the leaders of the Rural Health Care Coalition, we
accept that we will all play a role in making Medicare
solvent. While we recognize that some levels of cuts are
inevitable, it is critical that the Ways and Means
committee address specific areas of Medicare reimbursement
that could make or break rural health care, for both the
elderly and the general population.

My colleagues on the panel, and the rural health panel
you will see later today, will elaborate on the reforms
which will make the difference in rural areas. These
reforms include:

* Creating Single Medicare Payment Areas
* Restructuring of Medicare Wage Index

- Adjusting data to more accurately reflect the
occupational mix of rural hositals

Both panel will also touch on current policies which
are essential to rural health, including Sole Community
Hospitals and bonus payments to rural providers.
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Close

For rural America, there is clearly need for concern
as you begin to make your determinations on Medicare.
However, there is no need for panic. Through a
conscientious dialogue, I am confident the Ways and Means
committee can make the difficult decisions which will
ensure rural health care is not impacted
disproportionately. I appreciate the opportunity to
represent our concerns and I hope the Rural Health Care
Coalition can continue to act as a resource as you perform
the difficult task of reforming Medicare.
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Mrs. JOHNSON. Thank you very much, Mr. Gunderson. We cer-
tainly will depend on the guidance and input of this group of rural
health care experts as we move forward.

Mr. Stenholm.

Mr. STENHOLM. Mr. Poshard will be next, Madam Chair. I yield
to Mr. Poshard to be next, and then Mr. Roberts, and then I will
be the last.

Mrs. JOHNSON. Mr. Poshard.

STATEMENT OF HON. GLENN POSHARD, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF ILLINOIS

Mr. POSHARD. Thank you, Madam Chairman, for giving us the
opportunity to appear today before your Subcommittee.

Let me first of all say that our Rural Health Care Coalition is
a broad bipartisan group, and we have differing views, of course,
among the membership as to what we should or should not do with
respect to Medicare. We are talking here today about Medicare
cuts. I personally feel that we do have to go through downsizing
the program somewhat. I supported Mr. Stenholm’s budget when
it came through the House because I thought it was a reasonable
level of dealing with these things. But within our coalition, we all
have different views on this. But I want to talk about the effects
that I believe will occur in rural America if substantial cuts are
made to the Medicare system.

Along with many of you here today, I agree it is time to address
the problems that have continued to plague this system that has
been responsible for providing health care services to our Nation’s
elderly for 30 years. I also believe that changes in the delivery of
rural health care have to be made to become more cost effective.
However, I believe the proposed level of cuts to Medicare will have
the reverse effect. Perhaps these cuts will remedy a faltering Medi-
care system, but I sincerely believe that they will also put into
jeopardy the ability of Americans living in rural areas to have qual-
ity and accessible health care.

Beyond the issue of accessibility of quality health care services,
we put into jeopardy many of our rural hospitals which often rely
on Medicare reimbursements as their major source of income. The
fact is without these reimbursements, many of our rural hospitals
will close, our physicians and nurses will relocate, unemployment
will rise, and rural economies will become further distressed. In my
district, over 75 percent of the patient load in our rural hospitals
is Medicare and Medicaid patients.

I come here today because it is important for those of us in
Washington to know the broad implications drastic cuts to the
Medicare system will have on rural Americans. As cochairman of
the Rural Health Care Coalition, I believe our first concern during
this debate has to be that every American has access to quality and
affordable health care. I am afraid with these types of cuts to the
program, many seniors living in rural regions of this country will
no longer be able to afford or even find health care services.

Already our rural hospitals are fighting to survive urban com-
petition and declining levels of patients who can afford their serv-
ices. I believe by cutting back too drastically on Medicare reim-
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bursement to these hospitals, we will simply be pushing away
many of the hospitals and pushing them out of business.

In my central and southeastern Illinois congressional district,
which is comprised of 27 rural and economically distressed coun-
ties, many families have to travel 50 or more miles, and in some
cases to a neighboring county, to see a doctor. If just one of these
hospitals closes, hundreds of people, both young and old, will not
have available to them the services of a hospital or an emergency
room. If these hospitals that rely so heavily on Medicare reim-
bursement are forced to close because of cuts, not only will our sen-
iors be without services, but so will our children, our parents, our
neighbors.

Today, rural America has the highest percentage of poverty, the
highest rate of unemployment, and the highest percentage of elder-
ly in our society. In many rural communities, hospitals drive the
local economy. The effect of closing many rural hospitals would be
devastating to a rural economy that is already faced with high un-
employment and economic slowdown. Many of our small businesses
rely on local hospitals to purchase their goods and services. With-
out the hospital acting out the role of consumer, these businesses
would no longer be able to stay open, further distressing the local
rural economy.

As a Member of the House Small Business Committee, I have on
many occasions heard the testimony of small business owners
whose business is tied to the success of the rural health care sys-
tem.

Along with small business owners and operators, many residents
of rural communities look to their local hospitals for jobs. We often
only remember the physicians and nurses during our debates on
health care, forgetting about the important and large support staff
that provides many of our people with a stable job and income.
From the cafeteria worker to the bookkeeper, these are important
and necessary jobs, and without them I am afraid many of our
communities could not survive. And I believe drastic cuts to the
Medicare Program will result in dramatic reductions in the number
of these jobs.

In fact, I have several small communities in my district where
the hospital and the nursing home and the ambulance service are
the major employers in the county. Let me emphasize, the major
employer in the county.

Here in Washington, we too often forget to look at the broad im-
plications of our actions. When we think about Medicare cuts, it is
simply not just a case of providing health care services to our sen-
iors. It is about facing the threat of many of our rural hospitals
closing and our physicians and nurses, who all of us so greatly rely
upon, relocating to urban areas. It is about people losing their jobs,
small businesses closing, and economies faltering. That is what this
Medicare debate is all about, a fact none of us can afford to forget. -

In closing, Mr. Chairman, I urge this Subcommittee during its
consideration of Medicare reforms and reductions to consider all of
the effects that Medicare cuts will have on rural health care and
rural communities. Rural America is an important part of life in
this country, and those that live and work there deserve the same
opportunity for affordable and accessible health care services as
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those living in our Nation's cities and suburbs. I believe we can
make Medicare work better for those it serves, but we have to do
it responsibly and not on the backs of our rural health care system
and our rural communities.

I thank the Chairman for allowing the Rural Health Care Coali-
tion to be represented at these hearings focusing on Medicare. If
I or any member of the coalition can be of further assistance in
making your recommendations, feel free to contact us.

Thank you.

Mr. CHRISTENSEN [presiding]. Thank you, Congressman Poshard.

Congressman Roberts.

STATEMENT OF HON. PAT ROBERTS, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF KANSAS

Mr. ROBERTS. Thank you, Mr. Chairman.

As a past cochairman of the Rural Health Care Coalition, I am
very happy and pleased to be here with the group I would describe
as the four horsemen of rural health care.

Mr. Gunderson has given an overview of rural health care, and
Glenn has just given a very good statement in regards to the im-
pact in relation to the entire community. I am going to be riding
shotgun with the hospitals, Mr. Chairman, and then batting clean-
up we have Mr. Stenholm, who is the sheriff who tries to round up
as many doctors as we can for the rural areas.

This has not been an “Easy Rider” trip if we are the four horse-
men of rural health care. It has been more like “Lonesome Dove,”
and I hope we get there from here.

We are bipartisan in our effort, and as I have indicated, it is my
duty to talk about the future of rural hospitals under the Medicare
Program.

As it has been indicated, rural hospitals do provide health care
services to a higher Medicare population and a lower level of in-
sured patients. This unique patient base provides a very limited
opportunity for our hospitals to shift costs on to private-pay pa-
tients. How much? We are talking about the fact if a patient goes
into a rural hospital they have to pay 10 to 20 percent more be-
cause of the cost shifting and the fact the hospital does not get re-
imbursed properly in regards to Medicare.

In addition, the Medicare payment updates have not always been
fairly distributed between the rural and the urban hospitals. So the
combination of these factors, combined with $270 billion we intend
to save in Medicare over the next 7 years means we have a very
difficult challenge for our rural hospitals.

I recently met with the Kansas Hospital Association, along with
the rest of the Kansas delegation, and I would like to submit a copy
of their report to the Subcommittee for your review. I am very im-
pressed with their study not only because it provides the facts
about the impacts of the Medicare reductions, but it also includes
some very constructive and positive recommendations to Congress
to help us fix this very difficult system.

[The following was received:]
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Conqregs of the Wnited States
WWashington, BE 20515

July 20, 1995

Chairman Bill Thomas

House Ways and Means Health Subcom:mttee
1136 Longworth House Office

Waghington, D.C. 20515

Dear Bill:

As Members of the Kansas Congressional delegation, we support the efforts of the Health
Subcommittee to save and strengthen the beleaguered Medicare system. However, we feel it
is vitally important to consider the impact that Medicare reforms will bave on every aspect of
our health care system including access and delivery of health services in rural areas of the
country, As you and the Ways and Means Health Subcommittee members are well aware,
the issues concerning rural health care are unique and must be examined closely.

During a recent meeting with the Kansas delegation, the Kansas Hospital Association
presented the enclosed report. This report provides an excellent summation of the concems
that face patients, providers and administrators not only in Kansas, but across the nation.
We are particularly impressed by the constructive recommendations made in this report, and
urge the Subcommittee to take them into consideration,

The effort to reform Medicare, led by House Republicans, will indeed save and strengthen
this essential program for future generations. We appreciate your consideration of this
report, and look forward to working with you in the future on this critical issue.

Sa.mBmwnhu:kMC‘ %Mc

Iw.d’

Meyers M.C. Todd Tiahrt M.C.

[Kansas Hospital Association Report retained in Committee Piles]

PRINTED O RECYCLED PAPIR
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In fiscal year 1993, over 60 percent of the hospitals in Kansas
lost a total of $43 million treating Medicare patients. These hos-
{)itals are predicting now that under fiscal year 1996 budget guide-
ines—we do not have the specifics yet, but under the guidelines
they are going to lose $905.80 on each Medicare patient that must
be admitted to the hospital. Now, these are very serious predictions
because they represent a real threat to the delivery of health care
services in many Kansas communities, and I would imagine in
every rural area. If these hospitals are forced to close, everybody,
not just the Medicare beneficiaries, will lose access to even basic
health care services. In many rural communities, these hospitals
have nowhere to turn. So we have a situation in rural America
where bond issue after bond issue has been passed by the local
community simply to keep the doors open.

Now, I want to make it very clear that I do not believe in simply
throwing Federal dollars at our rural hospitals, and I do not think
we should pour money into facilities that can never really operate
on an efficient basis. We should, however, give rural hospitals the
proper tools to make the changes to fit into a new Medicare system.
The challenge before us today is to achieve the significant Medicare
savings that we have to while at the same time maintaining the
very critical access to high-quality health care services in our rural
areas.

Now, we have heard a lot about the new managed care world, in-
centives to establish managed care plans and encourage the Medi-
care recipient to choose. These plans are especially important in
the rural areas.

Under the current structure, however, the Medicare risk contrac-
tor simply does not have the incentive to establish managed care
plans in our rural areas. It is simply more difficult for managed
care plans to make money in rural areas because the smaller popu-
lation base generally leads to lower utilization rates. The Medicare
payment system to HMOs will have to be restructured to take into
account geographic factors, health and age status of local popu-
lations, and utilization of services in the local areas. We should
then consider changes to make it easier for the Medicare bene-
ficiaries to choose these plans.

We also need to preserve the networking arrangements, Mr.
Chairman, that are already in place in many of our rural areas.
The Hays Medical Center, located in western Kansas, is an excel-
lent example of how the Essential Access Community Hospital Pro-
gram—that is called EACH and RPCH. If there was ever an amaz-
ing acronym, it is the “each” and “peach” program. But these pro-
grams can strengthen, expand, and deliver the services in our rural
areas. The Hays Medical Center has established an interactive
telemedicine home health care program to link our elderly patients
and their physicians. This technology has really reduced the cost
of the program for home health care by one-sixth. Unless we take
steps to preserve these kinds of network arrangements, severe re-
ductions in Medicare provider payments will limit the effectiveness
and the efficiency of the rural health care system.

Mr. Chairman, I support you in your efforts to preserve, protect,
and strengthen Medicare. Your entire panel’s challenge in this re-
gard is very difficult. Your Subcommittee faces an especially dif-
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ficult challenge. As you continue in your efforts to restructure this
ailing program, I encourage you to rely on the experience and the
advice of the members of the Rural Health Care Coalition. We are
eager to work with you and try to help you develop a new system
that will take care of our elderly now and in the future.

I thank you, Mr. Chairman. I thank the panel.

Mr. CHRISTENSEN. Thank you, Congressman Roberts.

Congressman Stenholm, we would be honored to hear your testi-
mony.

STATEMENT OF HON. CHARLES STENHOLM, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS

Mr. STENHOLM. Thank you, Mr. Chairman.

As you have heard, the four of us from the Rural Health Care
Coalition are unified in our understanding that reforms to the
Medicare Program must occur for both budgetary and pro-
grammatic reasons, that changes in the delivery of health care in
rural areas are inevitable, and that a status quo attitude toward
Medicare would be devastating to all Americans. We want to make
it clear from the beginning that we are not here before you to
argue against change.

We also want to state as clearly as possible, however, that the
rural areas which we represent, as well as those district of the 100-
plus members of the coalition, will be impacted in a major way by
the decisions this Subcommittee makes regarding Medicare. These
impacts will go beyond a simple marketplace “survival of the fit-
test” result which might be considered in many urban and subur-
ban areas. The decisions you make will determine not only if man-
aged care is encouraged but if any hospital care at all is available
in some large counties; not only whether the right physicians are
being trained but whether any physician at all will serve dispersed
populations; not only if clinics survive but whether entire commu-
nities survive.

To summarize what you have already heard from my colleagues,
we believe that there are certain rural reimbursement issues which
are absolutely critical and should be protected, such as sole com-
munity provider status—or some other way of indicating those es-
sential community providers without whom care would be greatly
diminished or eliminated—and Medicare bonus payments for physi-
cians practicing in shortage areas. We also think there are new
ideas, such as incentives to make managed care work in rural
areas, or allowing hospitals to downsize while retaining eligibility
for Medicare reimbursement, which could be extremely productive.

But in the process of making these requests, we understand po-
litical and fiscal realities demand that we also be willing to offer
up areas of lower priority. We understand that not every item for
which the coalition has advocated in the past can necessarily be
continued. Special Medicare treatment for every existing rural re-
ferral center and every current rural health clinic may not be pos-
sible. Again, we know that we must focus on those providers which
are absolutely critical to an area. We accept that disproportionate
share should truly become what its name ostensibly implies, mean-
ing that only hospitals which actually treat a disproportionate
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share of low-income, uncompensated cases should receive the extra
payment.

Those are fair tradeoffs for this Subcommittee to make. Not
every nonmetropolitan hosgiltal needs to keep its doors open. Not
every physician deserves a higher payment for living in a nonurban
area. But for us in the coalition, the bottom line is that we must
protect those providers whose loss would mean a profound loss of
health care for rural populations; that is, those who genuinely are
essential community providers. We must ensure that a basic level
of health care is available to rural communities, encouraging net-
works for higher levels of care but spreading a health safety net
for our rural residents.

My colleague, Mr. Roberts, has mentioned how these protections
relate to hospitals. I would like briefly to extend that discussion to
physicians. Although this Subcommittee does not have primary ju-
risdiction over Medicare reimbursement for physicians or medical
education, I know that the issues become entwined, and so I would
like to offer a few comments.

Physician attraction and retention is a persistent and chronic
battle for many rural areas. There are a host of reasons for this
difficulty, including professional isolation, low and inconsistent rev-
enues, and technological deficiencies. Obviously, the Federal Gov-
ernment cannot counteract or compensate for all of these disincen-
tives, but to the degree that we can assist rural areas in meeting
their basic physician needs, we should do so.

I fear that, just as a decade or more ago when everyone started
talking about a “physician glut,” today there may be a false sense
of optimism about the primary care physician supply. According to
1994 AMA data, the percentage of physicians choosing primary
care as a career is down from 10.6 percent in 1980 to 8.9 percent
in 1993. Even those who choose the field of primary care continue
to practice in traditionally well-served markets such as suburban
communities, not in either remote rural areas or inner-city neigh-
borhoods. Small and rural counties have had a decline in the pri-
mary care physician-to-population ration since 1988.

As this Subcommittee knows well, HPSA, the Health